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I. INTRODUCTION

During the course of the water resource projects review con-
ducted last year, it became evident that policy changes
would be necessary to assure that public works projects
offered for authorization and funding in the future would
meet acceptable standards. Therefore, in your Environ-
mental Message of May 23, 1977, you directed the Office

of Management and Budget, the Council on Environmental
Quality, and the Water Resources Council "to conduct in
consultation with the Congress and the public, a review of
the present Federal water policy." You further stated
that " ... we need comprehensive reform of water resources
policy, with water conservation as its cornerstone."

In response to that directive, the policy review was under-
taken with the establishment of seven inter-departmental
task groups under the supervision of a policy committee
composed of officials of the Department of the Interior,
the Office of Management and Budget, and the Council on
Environmental Quality. Policy options papers were pub-
lished in the Federal Register for public comment and
public hearings were held in nine cities throughout the
Nation. \

Many discussion sessions were held with representatives

of the States and Governors, with public interest organiza-
tions, and with Congressional staff. Senior Federal
agency officials have twice reviewed and commented on
consolidated draft options papers. The result has been a
thorough exchange of views and refinement of the policy
options through this public and agency participation and
consultation process.
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II. BACKGROUND 2

A water policy review has been carried out in response to
the directive contained in your Environmental Message last
May. Federal water programs administered by some 25 dif-
ferent Federal agencies have been examined. / The water-
related planning, construction, maintenance, and grant
and loan program activities of these agencies are cur-
rently supported by more than $5 billion per year in
Federal funds. EPA's water pollution control program is
funded by an additional $5 billion, but is not affected
directly by the policies recommended in this review.

The analysis and recommendations which follow concentrate
most heavily on the construction and related activities of
the Corps of Engineers, the Bureau of Reclamation, the
Tennessee Valley Authority, and the Soil Conservation
Service. These water development programs represent about
75 percent of the $5 billion water resource program budget
noted above. The activities of these agencies currently
are directed toward the following missions: (1) water
supply for irrigation and municipal and industrial use;

(2) flood control; (3) commercial navigation; (4) hydro-
electric power; (5) recreation; and (6) fish and wildlife
mitigation.

Considerable:. analysis was completed on water consumption
and efficiency throughout the United States. Agricultural,
industrial and municipal water consuming sectors were
evaluated in terms of consumption trends, prices paid for
water, efficiency in use and supply availability. Only a
few small Federal programs in Agriculture and Interior
were directed at conservation, while many other programs
encouraged consumption.

1/ Government reorganization issues are not addressed in
this paper. Those issues will be presented to you as
part of the PRP Natural Resources Reorganization
Project. Liaison with the PRP was maintained through-
out the water policy review. DPS and PRP have also
been working with the Army (Civil Works) to identify
alternate uses of the capabilities of the Corps of
Engineers. This project and its relationship to
natural resources reorganization issues will be pre-
sented in a separate memorandum.



The policy reform proposals which follow devote substan-
tial attention to methods for improved Federal-State
cooperation in meeting water-related needs and problems.

-Under current law.and administrative procedures, the
activities of the major water project construction agen-
cies must be directed toward both net National economic
development and environmental quality objectives. While
there have been National benefits from project construc-
tion, on some projects there have also been substantial
environmental losses and major benefits have been cap-
tured by a limited number of beneficiaries. In recent
years, controversy has increased over whether many of
the activities of these agencies in fact meet National
economic and environmental standards, and whether Federal
monies spent by these agencies are effectively targeted
toward the most pressing National water needs.
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ITI. NATIONAL AND REGIONAL WATER POLICY ISSUES 4

A. Water- Supply

Federal construction activities to provide water supplies
for agricultural, municipal and industrial purposes have
been and continue to be of greatest regional importance
in the West. Available supplies of water have diminished
in relation to demands generated by growth in the agri-
cultural, energy, municipal and industrial sectors. As

a result, Federal activities in Western States have
become an increasing source of controversy among both
proponents and opponents of water project construction.
In the face of mounting competition for limited water
supplies, both State and Congressional representatives
from the West, have frequently attempted to place respon-
sibility for real and potential water shortages upon
Federal reluctance to endorse any new water storage and
distribution projects. 1In fact, all levels of government
and the private sector must recognize that our supply of
water is not infinite. Conservation offers one means of
effectively alleviating a portion of the water supply
problems of parts of the Western States. Conservation by
itself will not be able to meet future demands and achieve
a balance in certain parts of the West. Hence, the
government should continue to help finance water projects
that are safe, economic and environmentally sound.

Other parts of the country, mainly urban areas, may also
face water supply problems. Governors of several North-
eastern States have already begun calling for Federal
measures ranging from planning and technical assistance
to major new grant programs to repair or replace aging
‘municipal water supply systems.

B. Flood Control

The Corps of Engineers has been providing flood-control
protection to communities and agricultural interests
throughout the Nation for years by constructing dams,
levees.and drainage projects. Bureau of Reclamation
projects also provide flood-control storage in conjunc-
tion with other project purposes. The Soil Conservation
Service finances a flood-control program in upstream
watersheds, consisting mainly of small dams and channel-
ization works. The peak of the Corps' construction pro-
gram occurred 20 or 30 years ago when most of the larger
dams on the major river systems were constructed. 1In



constant dollars, the Corps' construction program is sub-
stantially smaller than it was 10 years ago. Prospects
for the future indicate still further declines. There
still is substantial interest by local officials and
business firms in Corps flood control projects, particu-
largly in the lower Mississippi Valley and the Gulf
Coastal States where a substantial amount of Corps con-
struction funding has been concentrated in recent years.
However, some Federal projects such as levees and channel-
ization increase flooding problems. Apart from the main-
stream Mississippi Valley levees, which provide protection
to such cities as New Orleans and St. Louis, many of

these projects involve drainage of swamp lands to render
them suitable for agricultural use. There is strong
environmental opposition to these drainage programs.
However, they still enjoy substantial support from
farmers and developers in the Southeast.

C. Navigation

Beginning with minor assignments in 1824, the Corps has
become the principal agency responsible for maintaining
the Nation's major rivers and harbors (including the
Great Lakes) for commercial navigation, and developing a
vast inland waterway system, primarily in the Mississippi-
Ohio-Missouri Rivers and certain of their tributaries.

Today the predominant interest of regions affected is not
primarily in further additions to inland waterway systems,
but rather in the deepening of major coastal harbors and
the replacement of older locks and dams which are in some
cases reaching capacity. This replacement program (e.qg.,
Locks and Dam 26) is viewed as critical by potential
beneficiaries in affected regions and has considerable
State support. ' The program is strongly opposed by both
environmental and rail advocates, who argue that Federally-
subsidized expansion of navigation system capacity is
objectionable on both economic and environmental grounds.

Past efforts to recoup some of these costs by user charges
have been unsuccessful despite the support of environ-
mental groups and railroads. Your current support of the
user charge principle in legislation pending in the
Congress appears likely to achieve some measure of suc-
cess for the first time in history.

The Locks and Dam 26 court decision established the legal
and Congressional precedent that replacement projects



which significantly ekxpand system capacity require sepa-
rate and new authorization by the Congress. This case
provides an opportunity to apply tougher planning stan-
dards and cost-sharing rules to future replacement
prOJects on the upper reaches of both the Oth and
Mississippi Rivers.

D. Hydropower

Hydropower is particularly important in the Pacific
northwest, where it provides well over half the region's
supply of electricity. Hydropower is of relatively

minor importance in other regions of the Nation which rely
on thermal energy sources. In the Tennessee Valley for
instance, TVA now generates less than 10% of its power
from hydro sources. In all parts of the country, inclu-
ding the Northwest, almost all feasible and environmentally
acceptable large, multi-purpose dams have been built. A
primary interest is in obtaining Federal funds to install
additional generating capabilities at existing dams.

Some interest has been expressed recently in the possi-
bility of installing generating units in existing small
dams throughout the country. An authorization of $300
million has been included by Congress in the pending
National Energy Plan legislation for making Federal loans
for small hydropower development. However, it is not a
major water policy problem at present.

E. Recreation

Many dams originally constructed for flood control or
other purposes today provide primary benefits in the form
of recreation. Recreation was not recognized until 1965
as a valid Federal project purpose. Support for many
water projects in recent years has come in large part
from local interests seeking recreational lakes, ("flat-
water recreation" benefits). Indeed, visitors at Corps
of Engineers and Bureau of Reclamation reservoirs exceed
visitation at our national parks. Many states -- particu-
larly in the South and Southwest -- have been pressing
for additional Federal investment in recreational facili-
ties at Corps and Reclamation lakes. They also support
recreation even though in some cases there are conflicts
with other uses such as flood control or hydropower.
However, there is considerable controversy over the pro-
jected recreation benefits from numerous multi-purpose
projects now in the planning and construction stages.
Some critics argue that these benefits are inflated and



fail to reflect losses of existing forms of water-based
recreation; others question whether Federal agencies
should continue to promote and subsidize this type of
recreation versus demands for inner city and other forms
of recreation.

F. Fish and Wildlife

Under the Fish and Wildlife Coordination Act and indi-
vidual authorizations, fish and wildlife resources
enhancement and mitigation are necessary components of
water resources projects, to offset losses due to the
project. Fish and wildlife purposes are accomplished
through the participation of Federal and State fish and
wildlife agencies in the planning process. However,
basic differences in evaluation of potential losses and
benefits often result in unresolved differences. The
most obvious differences seem to occur on authorized
projects, where a desire is often expressed to expand
or otherwise change the approved mitigation features
beyond the limits of the authorizing legislation and
existing contracts with other project beneficiaries.
There are also occasions when authorized mitigation
measures are either not undertaken by the construction
agency or are delayed while other project features are
completed. This inaction is seen as a lack of commit-
ment to mitigate for losses.

Mitigation of fish and wildlife losses takes such forms
as: modification of project features, construction of
-facilities, improved management of project lands, the
acquisition of land that would not otherwise be purchased
for the project, maintenance of minimum streamflows, and
operation of reservoirs for downstream temperature con-

- trol. :
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IV. STATE WATER POLICY CONCERNS

Throughout the water policy review process, the States

have requested and have been afforded an opportunity to
provide substantial input regarding both State needs

and policy recommendations. State representatives, at

the request of the National Governors Association, com-
mented on the options of the seven water policy review task
forces. Administration officials have met several times
with the National Conference of State ILegislators, and
other official State and local groups. In addition to your
own meeting with State and other officials in Denver,
Secretary Andrus and his representatives have consulted
repeatedly with interested governors on the progress of the
review. The Vice President and Secretary Andrus met with
the Western Governors in January on this and other issues.

You have publicly expressed your desire to meet once more
personally with interested governors prior to any final
decision.

State water problems -- as articulated by governors and
their representatives -- vary widely among regions as indi-
cated below. But there are several common concerns that are
expressed by almost all States. Specifically, they maintain
that:

- States now have and should have primary authority and
responsibility for water management. This is an over-
riding theme on which there is virtually unanimous
State agreement. It is a theme which you, the Vice
President and Secretary Andrus have explicitly endorsed
in your meetings with governors and other interested
parties. While endorsement of the theme is unanimous,
there are differing interpretations of its meaning.
While it is clear that State water rights and alloca-
tion decisions fall within the concept, some States
would argue that the Federal government should have no
influence on water decisions except to provide funding.
However, the Federal government, under the Water
Pollution Control Act and Safe Drinking Water Act, has
statutory responsibilities for water quality, and
Federal projects themselves affect water quality and
quantity management. In addition, the Federal govern-
ment has reserved water rights and is trustee for Indian
water rights. Thus, there is a "gray area" of extremely
controversial issues involving State-Federal relation-
ships, where the real question is not rights but



relative responsibilities. State officials have
attached special significance to the pledges made
at those sessions that the Administration's water
‘policy reform recommendations will in no way
"preempt" or interfere with State water rights.

-- The States should have increased input with respect
to Federal water policy. Federal policies should
be consistent with State needs and plans.

-- - Federal planning mechanisms should be modified to
provide consistent ground rules for States to rely
on in their planning and the opportunity for input
into Federal decision-making. Federal financing
and cost-sharing policies should be simplified and
revised to eliminate inconsistencies and biases.

-— In the West, there is a special concern about threats
to State water rights through exercise of Federal
reserved water rights, and Indian water rights.

These States have expressed a strong desire for
quantification and adjudication of these rights as
a first step toward resolution of this highly
complex and controversial matter.

In addition, while not explicitly stated by most governors
or State officials, many of them tend to view the current
policy effort with great suspicion, particularly in the

context of the water project recommendations of last year.
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V. FEDERAL WATER POLICY PROBLEMS AND NEEDS 10

The various Federal water programs have produced many bene-
fits to the Nation since their beginnings many years ago.
Recently however, these programs-and individual projects
have encountered increasingly serious criticisms on
environmental, economic, safety and other grounds. The
following is a brief description of what the water policy
review has identified as the areas in greatest need of
improvement. ‘

A. Planning and Evaluation Deficiencies

The Federal planning and evaluation system requires that
project benefits exceed costs as a condition for author-
ization. An elaborate methodology has been developed
for cost/benefit estimation, but it is not applied
uniformly by the agencies. There are wide variations in
the techniques of calculating benefits and costs,
including double counting of benefits, and inadequate
analysis of non-structural alternatives. Because of the
length of time between design, authorization and construc-
tion, many projects now ready for construction funding
were evaluated and authorized under outdated economic
data and criteria.

B. Lack of Emphasis on Water Conservation

Based on analysis of all 106 watershed regions in the
U. S., we have determined that severe water supply/
demand imbalances exist in 21 Western subregions, and
may be developing by the year 2000 in 18 additional
Western subregions. 1In addition, although data are
limited, urban areas in many parts of the country are
facing expensive solutions to water supply problems.

Water conservation has not been emphasized in Federal
water programs and in some cases the Federal govern-
ment has created disincentives to conservation, for
example, by charging very low rates for irrigation
water. A number of opportunities for encouraging water
conservation were identified during the review.

cC. Adverse Environmental Impacts

The environmental problems associated with water projects
are of a much larger scope than the occasional "endangered
species" controversies which have received heavy press
coverage. For example, flood control and navigation
projects have eliminated several million acres of



11

productive agricultural and forest land. In the past,
agencies were not explicitly required to assess environ-
mental values. Current statutes require an explicit

and detailed analysis of environmental impacts. However,
in many cases the analysis has been inadequate. Environ-
mental mitigation funds have not been available concur-
rently with project construction funds. Mitigation at
times gets token funding at best.

D. Inequitable Sharing of Costs

The formulas now used to determine the non-Federal con-
tribution to water resource projects are inadequate.
Formulas differ from one purpose to another, from one
agency to another, and even within discrete programs
from planning to implementation to operational phases of
individual projects. We found over 185 cost-sharing
rules among the agencies surveyed. This makes certain
types of Federal programs and projects more attractive
than others to non-Federal interests and encourages
"shopping" among agencies for the best deal rather than
the best project. It discourages careful resource
management by local and State governments and results in
heavy public subsidies to specific industries and indi-
vidual beneficiaries at the expense of the general tax-
payer. The subsidies are particularly large for major
irrigation projects, which usually require non-Federal
interests to furnish or pay back less than 20 percent of
the actual project costs. At the present time, an

even lesser percentage of navigation and flood control
costs are borne by non-Federal interests.
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VI. REVIEW OF THE PROJECT BACKLOG

There are about 1,900 Federal water projects in various
stages of planning and construction, of which 1,280 are
currently authorized for construction. Virtually all
of these authorized projects were conceived and justi-
fied under rules which are now obsolete -- yet these

same projects

will continue to dominate the Federal water

resources construction budget for. at least the next

decade. Your

impact unless

tion of these
repercussions

policy reforms will have little immediate
they apply to at least a substantial por-

authorized projects; however, the political

of such application could be substantial.

Therefore, each of the major reform proposals would apply

to distinct categories of projects.

can be sorted

into the: five categories below. The costs

stated are Federal costs only.

A. Construction Activity Already Underway

This category

of projects would include a total of 783

projects with an estimated cost to complete of about
$20 billion (30 Bureau of Reclamation projects at $8.1
billion, 233 Corps projects at $12.1 billion, and 520
SCS projects at $0.2 billion). .This category of
projects has by far the strongest support and was sub-
jected to intensive Administration review as part of
the project-by-project evaluation conducted last year.

B. Unstarted

Separable Units of Larger Projects on

Which Some Construction Has Begun

This category includes six separable units of basin-wide or

State-wide projects in the Bureau of Reclamation at a

total cost of

$1.5 billion and 21 projects in the Corps

costing $0.6 billion. These units are features of
projects included in category A above. Project sponsors
will undoubtedly maintain that these separable features
should be protected from changes in policy.

C. Projects Which Are Authorized, But Constructlon

of Which Has Not Yet Begun

This category of 497 projects at an estimated cost of

$13.2 billion

(17 in the Bureau of Reclamation at a

12

The universe of projects
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total estimated cost of $1.4 billion, 254 in the Corps

at $10.8 billion, and 226 in SCS at $1 billion), includes
both newly authorized projects as well as those author-
ized more than 10 years ago. The recently authorized
projects still enjoy Congressional and regional support.

There are 271 Corps projects considered "inactive"
because they were authorized so long ago. The criteria
under which they were evaluated are no longer valid.

D. Projects Currently Being Planned (Not Yet Authorized)

There are now 90 projects in the Bureau of Reclamation,
323 in the Corps, and 199 in SCS in the planning stages.
The costs and scope of most of these projects are
undefined.

E. Projects Where Planning Has Not Yet Begun

This category is of undefinable size since it includes
all projects in the future. These projects will be affected
by all of your reforms.

Summarz

For the purposes of this report, the term "backlog" refers
to those authorized projects not yet under construction,
and to the unstarted separable units ¢f larger authorized
projects (categories B and C above), which comprise about
500 projects that would cost about $15.4 billion to com-
plete. The projects not yet authorized for construction
(categories D and E above) will be affected by all of

your reforms.
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VII. POLICY REFORM PROPOSALS: BASIC OBJECTIVES 14

The following objectives are intended to meet the problems
described above.

-- Improved planning and management of Federal water
resource programs: improvements are suggested to
introduce greater efficiency and objectivity into
the project planning and evaluation process.

-- New emphasis on water conservation: several Presi-
dential actions are presented which address
specific needs in critically water-short areas as
well as the need to encourage water conservation
nation-wide.

-- Increased environmental quality benefits: recom-
mendations are made to require more explicit con-
sideration of environmentally preferable alternatives
during project planning and to obtain more effective,
cooperative management of the quality and quantity
of ground and surface waters by Federal and State
governments.

- More equitable sharing of water project costs
between Federal and non-Federal interests: options
are presented for revising the myriad laws, rules,
and formulas which establish the percentage of
project costs that must be financed by or recovered
from non-Federal project sponsors and beneficiaries.

- Enhanced Federal-State relationships: Presidential
actions are presented to increase cooperation
between Federal and State water resources agencies
in the planning and management of water programs
and. projects, and to resolve disputes over State
water laws, Federal reserved water rights, and
Indian water rights.
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VIII. SPECIFIC REFORM PROPOSALS
The following 5 sections present the specific reform

proposals. They fall in these general areas:

~-- Improvements in the water project planning
process :

-—- Water conservation initiatives
~- Improved environmental protection
-- Cost—shafing for water projects

== Enhanced Federal-State cooperation in water
resources management

Consensus exists on most of the proposals, but options
and disagreements are presented on several important
issues:

-— Irrigation water pricing to achieve conservation

~-— Municipal and industrial water pricing to achieve con-
servation

-— Cost-sharing for water projects

a. overall cost-sharing concept
b. treatment of SCS projects

-~ Assistance to States for improving water rights systems
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IX. IMPROVED PLANNING AND REVIEW PROCESS 16

A. Principles and Standards

The Principles and Standards (P&S) were promulgated by the
President in 1973 after recommendation by the Water Resources
Council to provide consistent directions to Federal water
project and program planning. The P&S establish Federal
planning objectives, a plan formulation process, and guide-
lines for the computation of benefits and costs. However,
in many instances, benefit and cost calculations are incon-
sistent or inaccurate because agencies do not interpret the
guidelines correctly, or use inappropriate or outmoded data
or estimation techniques. As a result, projects are often
portrayed as being economically justified under current
standards when they are not.

Although we considered recommending a comprehensive revision
of the P&S, we agreed that this was not essential and could
evoke the accusation that you were changing the rules in mid-
stream, unless all currently authorized projects are exempted
from the new P&S. Instead, we recommend that you reaffirm the
current P&S, require that water conservation and non-structural
alternatives be explicitly provided for in the implementing
procedures, and direct that certain improvements be made in
P&S application and specifity to obtain more consistent and
precise implementation by the affected Federal agencies.

This can be done through the following actions:

Recommendation:

1. Direct the Water Resources Council, to: (1) evaluate
current agency practices for making benefit and cost
calculations, and (2) publish a new planning manual
to ensure that benefits and costs are estimated using
best current techniques and calculated accurately,
consistently, and in compliance with the P&S and
other economic evaluation requirements. The manual
would supplement the P&S. OMB, CEQ and the Domestic
Policy Staff would monitor this activity and provide
guidance as necessary.

The new benefit/cost procedures should eliminate
double counting and inclusion of benefits that are
inconsistent with Federal policy or sound economic
rationale. The WRC should make recommendations to
you regarding the computation of benefits and costs
as set forth in the Ps&S.
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Particular attention should be given to the
following items: benefits attributed to protecting
future development in the floodplain; surplus crop
benefits; nav}gation benefits; flat water recreation
benefits; extended project life; area redevelopment
benefits; the appropriateness of calculations for
ability to pay (reclamation projects); whether bene-
fits to charter boats should be defined as commercial
navigation; uncertainty and risk of cost and benefits;
least cost alternative analysis; consideration and
display of engineering uncertainty; market value of

- vendible project outputs; determination of project

~design flood; the appropriateness of maximizing net
benefits versus maximizing benefit/cost ratios under
budget constraints; the assessment and consideration
of costs of elimination of farmland, wetlands,; wild~-
life habitat, and timberland. _—

Agree v Disagree ' .<j/

(Consumgus)
-. 2. Direct the WRC to prepare appropriate language for
L the integration of water conservation into the: P&S

Ol , as a component of both the economic development and

environmental quality objectives.

This action should insure greater consideration of
conservation for all projects and programs ssubject
to the Ps&S.

—
Agree v//

Disagree _<7/
(Congeusus )

3. Direct the WRC to take appropriate action to require
the preparation and inclusion of a primarily non-
structural plan as one alternative whenever structural
project or program options are to be considered.

This alternative plan should incorporate a combination
of non-structural or demand-reducing measures which
could feasibly be employed or adopted to achieve the
overall project purpose. Such measures should not be
limited to those which the agency of the Federal
government could implement directly under present
authority but should include floodplain management
techniques (such as zoning), pricing policies, ground
water recharge, and other measures. ‘

Disagree <<7/

Agree
CConsamtus)
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We estimate that 9-12 months would be required to carry out
the above directives. The new P&S manual would be available
for the FY 1981 budget cycle. The guidance developed pursuant
to these recommendations would be made applicable to all
projects (and separable project features) not yet in the
construction phase at the time the guidance is adopted by

WRC. :

B. Discount Rate

The reaffirmation of the Principles and Standards without

a change in the present discount rate formula and planning
objectives as prescribed in the Water Resources Development
Act of 1974, P.L. 93-251, Section 80 -(a) will probably be
acceptable to most members of Congress, except those members

of the public works committees and some others who have pressed
for inclusion of "regional development" and "social well-being"
as planning objectives.

The issue of the discount rate is controversial, however.

- Although the current discount rate is near 7% (based on the
yield rate on long-term Treasury bonds) many projects
authorized in the past were "grandfathered" by the Congress
at extremely low discount rates.

o

Al

Environmentalists would prefer that water project cost-benefit
ratios be calculated at the opportunity cost of private capital
(about 10%). They are particularly concerned about the "grand-
fathered" projects. You personally stated your concern about
this problem during the water projects review last year.

Economists disagree over the proper rate to apply to these
projects. There are theoretical bases for rates ranging
from about 3 to 10%.

Congress has taken a strong interest in the discount rate,

and would be unlikely to raise it even if a legislative pro-
posal were made, especially with respect to the older projects
calculated at very low rates.

In summary, the current rate appears to be reasonable, and a
futile attempt to modify the "grandfathered" rate does not
appear to warrant creating the likely controversy.

Agree [/// Disagree =~ = = —_—

(Cﬂnnnmm) _<:7Z:
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C. Presidential Project Selection Criteria

In the water project review last spring, you established a
set of criteria to be used in selecting projects for
Administration support. While there was disagreement on
the appropriateness of the particular criteria, there was
agreement that whichever criteria were to be used should
be, (i) relatively fixed so as to offer a degree of
predictability, and (ii) publicly enunciated.

Many of the reforms you will announce will also function as
project selection criteria. However, not all of the reforms
will take effect immediately (particularly with respect to
FY 1979 and FY 1980 new start proposals). Also, there are
additional project selection considerations that need to be
introduced into the process.

Your 1979 budget states that you will consider recommending
some new project construction starts for 1979 funding after
completion of this policy review. Also, if the normal
pattern is followed this year, you will be deciding whether
to approve a public works appropriation bill containing
Congressionally added new starts, and an omnibus bill
authorizing construction of a number of previously planned
projects.

For all of the above reasons, we have prepared a set of
criteria for your use in selecting projects that qualify
on policy grounds for your support. These criteria would
be applied to all projects including the current backlog
when presented to you for decision. Should you decide to
use them it is a certainty that they will be made public
"to explain why certain projects were or were not endorsed.

It is possible that there may be projects that warrant your
support that do not meet these criteria and public awareness
of the criteria could reduce your flexibility. Nevertheless,
we feel that they should be publicly enunciated, in view of
- your stated commitment to make your ground rules known.

Specific Public Criteria

You would prescribe the following criteria:

1. Projects should have net national economic benefits

' (direct B/C ratio greater than 1 to 1) unless there
are environmental benefits which clearly more than
compensate for any economic deficit. Net adverse
environmental consequences should be significantly
outweighed by economic benefits. Generally, projects
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with higher B/C ratios and fewer adverse environ-
mental consequences will be given priority within
the limits of available funds.

2. Projects shéuld have widely distributed benefits. Vv’
. [ 4

3. Projects should stress water conservation and
appropriate non—-structural measures.

4, Projects should have no significant safety problems
involving design, construction or operation.

5. There should be evidence of active public support
including support by State and local officials.

6. Projects will be given expedited consideration where
State governments assume a 10% share of costs over
and above existing cost-sharing (see p. 35).

7. There should be no significant international or . v
inter~governmental problems.

8. Where vendible outputs are involved preference
@ai should be given to projects which provide for

e greater recovery of Federal and State costs, con-
- sistent with project purposes.

9. The project's problem definition, environmental
impacts, costs and benefits should be based on v
current conditions (i.e., planning should not be

. obsolete).

-10. Projects should be in compliance with all relevant /
environmental statutes. , ‘

11. Mitigation of fish and wildlife damages should be e
provided concurrently and proportionately with
construction funding.

Agree ‘V/// Disagree «:;/
(Consensus)
D. Independent Water Project Review

No entity other than the construction agency itself now

effectively monitors water project planning to ensure con-
sistency ‘and accuracy of benefit/cost calculations and com-
pliance with relevant statutes, regulations, or procedures.
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An entity is needed to provide an impartial review of all
water projects during the planning phase to assure technical
compliance with Principles and Standards and related

laws and other requirements. OMB currently conducts project
reviews as part of its budget and legislative review function.

Because of its fiscal responsibilities to the President, the
OMB is perceived to have a bias against budgetary increases
and is not policy neutral. Also, its limited staff precludes
a thorough review of the underlying assumptions of benefit-
cost calculations on each individual project report.

Recommendation:

We recommend that an indépendent review function be established
by Executive Order, and located within the Water Resources
Council pending further organizational recommendations from

the Reorganization Project.

You would assign the WRC responsibility to review pre-construction
plans of the Corps of Engineers, Bureau of Reclamation, Soil
Conservation Service, the Tennessee Valley Authority, and the
other relevant Federal agencies to determine the consistency

of those plans with (i) established planning procedures and
manuals, including the P&S, and established benefit/cost
calculation and estimation procedures; and, (ii) other Federal
laws and regulations relevant to the planning process.

The WRC would report to the agency heads and if necessary the
Executive Office of the President on compliance of precon-
struction plans with established requirements and procedures.
It would also examine the record of project development to
ensure there has been adequate opportunity for public comment
and consideration of public views. We recommend the review
of each project be completed within 60 days. A WRC review
would be required prior to agency recommendation to OMB

for construction funding. This review would help to reduce
delays now caused by administrative and courtroom challenges
brought during the construction phase.

It would also serve to assure that the other planning and
cost-sharing reforms that you select are properly implemented.
The function should be established as soon as possible, and
should be operational in time for the 1981 budget cycle.
Together with the P&S manual, the function will provide an
essential screen for reviewing projects in the current backlog.
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The vesting of such a function in WRC would require an
increase in personnel -- approximately 30 persons. The
Office of Management and Budget would retain the responsi-
bility of advising agencies of the relationship of project
plans to the program of the President wherever such plans
are involved in a legislative process.

Agree v’ Disagree
(Consemsus)
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For each of the 106 watershed subregions in the U.S., water
consumptioni/ and supply data were analyzed to compare 1975,
1985 and 2000 use levels with surface and groundwater
availability. The major findings include:

- A severe water shortage problem now. exists in 21
subregions located mainly in the Central Plains
States and Southwestern States as shown in
Figure 1. A potentially severe shortage problem
is projected to occur in 18 regions located mainly
in Northern Plains States, Rockies and Northern
California by the year 2000, if projected growth
in consumption occurs as shown in Figure 1.

- Data on urban problems are very limited. Neither
the number nor the severity of these problems is
well-known. However, some of the Nation's medium
and large sized cities will likely experience sub-
-stantial increases in demand for water, which can
only be met at very high cost, since readily
available water sources of sufficient quality
and quantity have already been developed.

- Other subregions (67 out of 106) do not have either
a current or a projected region-wide water shortage,
except for certain urban areas. Though consumption
of surface water rarely exceeds 5 percent of average
annual regional stream flow, in a number of large
urban areas withdrawals sometimes approach or exceed
reliable supplies.

/

Further information on these problems is summarized as follows:

- The 21 subregions which already have serious imbalances
in water supply and demand cover 28 percent of the U.S.
land mass and include 13 percent of the population.
Over 90 percent of the water consumed in these areas
is used by agriculture, mainly for irrigation. In
most cases, over half of this water is being consumed
to grow livestock feed which includes grains, hay,
alfalfa, and pasture.

1/Water consumption is that portion of a withdrawal which is not
returned to the source. To illustrate, a city may withdraw
1,000 gallons from a stream per day but return 800 gallons.
Actual water use or consumption would be 200 gallons. Not all
water consumed is lost for further useful purposes; e.g.,
groundwater pumped for municipal use may enhance streamflows.
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In many parts of the subregions, farmers and other
water consumers are drawing upon a fixed stock of
groundwater, in effect mining a resource which
either cannot be renewed or can be replaced only
at a very high cost. Such groundwater mining is
most prevalent in the Texas High Plains region,
the lower Colorado, the Great Basin in Nevada and
Utah, and parts of California.

Surface water accounts for about two-thirds of the
water consumed in the subregions having a shortage
problem; groundwater makes up the remainder. Given

the accelerating depletion of groundwater in many

areas and the fact that groundwater can be replenished
only by surface supplies, surface water must play a
key role in meeting the future needs of water-deficient
areas.

At the present time, about 40 percent of the surface
water diverted for irrigation in the 17 Western
States is supplied by Federal projects constructed
by the Bureau of Reclamation. .

The areas where the imbalance of water supply and
demand is expected to become a serious problem by the
year 2000 account for 20 percent of the U.S. land
mass and 9 percent of the population.® In only one

of these subregions does agriculture consume less than
half of the total water consumed. If present trends
continue, major imbalance problems will occur in the
1990-2000 time frame. By changing water consumption
growth trends over the next 5-10 years, we can lessen
the need for new water projects.

Urban water consumption represents less than 6 percent
of national water consumption. Urban water consumption
has increased 13.5 percent between 1970 and 1975 for
the Nation, while populations receiving urban supplies
have increased only 6 percent. The result has been
seasonal or short-term water shortages in certain urban
areas outside the western states such as Boston,
Washington, D.C., and Atlanta. In these areas the
problem is often not lack of water in the subregion;

it is the high cost of constructing the supply system.
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On a Nation-wide basis the 17 western States consume about
85 percent of all water consumed in the U.S. Of this amount
90 percent is for irrigation. In other parts of the country,
a much smaller amount of water supplies are consumptively
used although water withdrawals are substantial. Thus, in
the West, 85% of the Nation's consumption comes from 40% of
total water withdrawals. The rest of the country accounts
for 60% of the withdrawals but 15% of the total consumption.

Each region and corresponding subregions have different water
problems (e.g., shortages, quality, flooding) and therefore,
require a different mix of solutions. 1In one region, for
example, an intensive water conservation effort may be the
best approach while in others a combination of water supply
measures coupled with conservation measures may be desirable.
While States can and should play the major role in water
management, watershed regions cross State boundaries and
affect a number of States.

We recommend a set of proposals to encourage conservation
including pricing, technical assistance and Federal program
reforms designed to help alleviate the problems.

A. Conservation Pricing for Federal Projects

The options which follow provide different ways of increasing
the price of vendible products and services such as electrical
power, agricultural, industrial, and municipal water supply
from existing and future Federal projects to encourage con-
servation in the use of these project outputs.

1. Pricing of Irrigation Water

Forty percent of the water used for irrigation in the water-
short areas comes’ from Federal projects. There is a wide
disparity between the price of water from Federal projects
and the cost to the Federal Government of supplying it.

For example, farmers who obtain irrigation water from the
Bureau of Reclamation, Central Valley Project in California,
pay from $3.50 to $7.50 an acre foot. The rate for the
Westlands Water District within this project has recently
been raised to $14.50 per acre foot. Other farmers who
obtain irrigation water from the California State Water
Project, in close physical proximity to the CVP in many
cases, pay about $22_an acre foot. The cost of the water
from the Federal project is $15.80 an acre foot which in-
cludes capital cost, operatio‘m maintenance, and the cost
to the Federal Government of providing energy for pumping but
no interest. , ’
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The major cost differences between Federal and the California
water projects are that the State charges full cost including
interest for the water and applies no acreage limitations,
while for Federal projects there .is a l60-acre limitation and
less than full costs are recovered, including no recovery of
interest.

We agree that there is need to address this water rate question
in a positive way. The following options provide alternative
means for addressing these disparities.

Option a: Strict Application of Present Requirements
Including Rigorous Ability-to-Pay Calculation
and Review of New Contract Terms Each Five Years.

You would direct the Secretary of the Interior to audit all
major Bureau of Reclamation projects to establish the
financial condition of each project and to determine actual
operation and maintenance costs (similar to recent Central
Valley Project audit). He would:

- continue the recently-instituted practice of
requiring that all new contracts include a
provision calling for recalculation and re-
negotiation of water rates every five years;

- add provisions to recover operation, maintenance
and replacement costs when long-term contracts
expire (typically 40-year contracts) and are
renegotiated or earlier where existing contracts
have adjustment clauses;

- assure the recovery of a more appropriate share
of capital costs under a more rigorous inter-
pretation of "ability to pay" on which repayment
arrangements are currently based. (This require-
ment is currently provided by statute).

These are reforms of existing and new projects which would of
necessity be phased in over a period of time. Ultimately,
major water savings would accrue. This proposal will be
controversial among the affected irrigators.

Recommended by Interior and OMB.
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Option b: Apply Option a above to Existing Projects,
and set Prices to Recover All Costs for New
Projects Not Yet Authorized at Treasury
Borrowing Cost.

This Option adopts Opfion a. for the pricing of irrigation
water from existing Federal projects. However, for irri-
gation projects not yet authorized (categories D and E on
page 13), Option b would establish the principle of full-
cost recovery of all State and Federal investment costs
directly from irrigators.

You would direct that irrigation water from all Federal
projects not yet authorized be priced so that at a minimum,
all operation and maintenance costs and all capital costs
of the irrigation purpose plus interest at the Treasury
borrowing rate are recovered directly from irrigators. If
irrigators ‘are unable or unwilling to pay such prices, the
project purpose should be eliminated.

This option would constitute a decision that for new irri-
gation projects, the high level of subsidy provided in the
Reclamation program is no longer appropriate in view of

water conservation and cost recovery goals. Federal invest-
ment in future irrigation projects would be limited to areas
where financing at the Treasury borrowing rate is sufficient
subsidy to make irrigation economically feasible. Very few new
Reclamation projects would likely be authorized under this option.
By proposing to curtail sharply subsidies for new Reclama-
tion projects, this option would be controversial in the

West and could become a major political issue. The
Administration has endorsed continued subsidies for existing
irrigation projects if acreage and residency requirements

are met.

The purpose of this Option is to establish more clearly the
principles of water conservation, economic efficiency, and
cost recovery from beneficiaries for future Federal involve-
ment -in irrigation projects. This Option would discourage
the development of new projects in areas where irrigated
agriculture would not otherwise be financially feasible.

The impact of Option b would not be felt in the near future
because it would apply only to new authorizations.

Recommended by CEQ.

Decision: Option a - Strict Application of
Present Requirements
: Including Rigorous Cal-
culation of Ability-to-Pay
. and Every-Five-Years
,ﬁJ y// Renegotiation Provision
in All New Contracts.
Recommended by Interior.and OMB.
Supporlid by Eirewshal, Weyler
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Option b - Apply Option a Above to
Existing Projects and Direct
That for All New Projects the
Prices Be Set to Recover Full
Costs With Interest at the
" Treasury Borrowing Rate

Recommended by CEQ.

2. Pricing of Municipal and Industrial Water and Electric
Power '

Municipal and industrial (M&I). water supply is generally
provided under the terms and conditions of the Water Supply
Act of 1958 which authorizes storage for these purposes in
Federal reservoirs built primarily for flood control, irri-
gation, and hydro-eletric power.. Thus, the Federal responsi-
bility for developing M&I water supply is primarily as an
adjunct to other major Federal purposes. However, in some
areas because of the prominence and scale of. Federal reservoirs
for other purposes and through special authorizing legislation,
the Federal role in supplying municipal water has been
significant. Examples are the Southern Nevada aqueduct from
Lake Mead (Hoover Dam) to Las Vegas, and the Central Arizona
project now under construction.

The 1958 Act requires repayment within 50 years of all the Fed-
eral costs of Mgl water supply including capital, operation and
maintenance, and interest at the statutory rate established

by the 1958 Act (this rate is. the average interest rate on
Treasury securities with 15 year or longer maturities calcu-
lated at the time construction begins). However, no payment

of the costs attributable to future water supply is required
until such supply is first used and no interest on the cost

of such future supply is to be paid until such supply is

first used; except that the interest free period shall not
exceed 10 years. Water supply storage for future use is
limited to 30 percent of total project costs.

a. Recovery of All Costs at the Present Statutory
Requirements

The repayment redquirements for municipal and industrial water
and for electric power should be left unchanged from the
present statutory provisions. - However, the appropriate
Federal agencies in negotiating new municipal water supply
contracts should require the municipalities to . develop a
water conservation program. These Federal agencies should
also provide technical assistance in developing such programs
in conjunction with the contracts.
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Contracts for industrial water directly with industrial firms
should also be on the same payment basis as the statutory
requirements. Negotiations for these contracts must include
provisions for water use efficiency and water conservation.
The Federal agencies must maintain close technlcal monitoring
of these water use prov151ons.

No change is‘proposed in the repayment requirements because
the statutory provisions approximate full recovery of the
Federal costs, involved now.

Agree . Disagree

(Consimsng)

b. Provide States With the Option to Establish Water
Supply Rates to All Users Above Full Federal/State
Cost Recovery on New Water Projects.

Under this option, the Federal Government will provide the
States with an opportunity to require users to pay rates in
excess of full recovery of Federal/State costs including
interest on new water projects. This authority would be
- designed to give States the option to require conservation
pricing above cost recovery. If the authority were used by
P Y States, the revenues generated exceeding full cost recovery
i would be returned to the States for their use for water
resource and conservation purposes. Where possible' under
"State law that authority would be provided by the Governor.
The Governor would decide whether to use it as well ‘as
deciding the price level for water. This would be done
when the project is being proposed to insure that water
users of proposed projects are aware of pricing criteria
at the onset of the project. This novel idea could be used
in achieving conservation by the States rather than the
Federal Government, thereby providing flexibility in letting
the States take action to solve their problems.

This proposal is supported by OMB and CEQ. Interior opposes
it. While they agree with the concept, they believe it might
be perceived as putting undue pressure on the States. ‘/ Jo ﬂ,‘é7

Agree ’ Disagree fhha“
(oMB,CER,DPS) ( Tuterior)
B. Modification of Federal Programs

1. 'Federal Technical Assistance

Modest expansion of existing Agriculture, Interior and HUD
programs would provide technical assistance targeted to
water-short areas, both agricultural and urban.
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A total of $15 million annually would be provided.
Agriculture and Interior would provide technical assistance
to irrigators through existing programs. HUD's urban
extension pro/ram would provide technical assistance to
water-short urban areas as an eligible function under exist-

ing programs. .

P// Agree Disagree
(Consensus?)
2. Modification of Federal Agricultural Programs

USDA and Interior agricultural assistance programs provide
subsidized loans and other assistance that lead to increased
water consumption, even where water shortages exist. For
example, the Federal government now finances wells which
increase groundwater mining of depleting aquifers and
irrigation system expansion in water-short areas.

Although water conservation is an element of these agricultural
assistance programs, insufficient emphasis has been placed on
this aspect, resulting in Federal actions which exacerbate
water shortages..

Recommendation

Agriculture and Interior are currently examining these programs
to-determine how water conservation can be effectively :
emphasized in their respective programs. In many cases, it may
be appropriate to provide Federal assistance in conjunction
with or in order to accomplish more efficient water use. 1In
some cases, it may be appropriate to withhold funding for
activities which aggravate severe problems.

Bureau of Reclamation and USDA assistance programs should be
administratively modified to avoid overextension of irrigation
and distribution systems in water-short areas. ' For example,
loan assistance could be made contingent on implementation of
conservation measures, or could be disallowed where further
development is intended to bring new land into production or
to convert cropping patterns to more water—-intensive crops,
thereby exacerbating significant water problems.

These actions could be extremely controversial among farmers
in water-short areas, particularly if poorly structured or
carelessly presented. If coupled with technical assistance
for water conservation, and exceptions for hardship cases

and cases where there has been reliance on expected assistance,
a carefully phased-in program could lead to the consideration
of water conservation as an alternative to increased consump-
tion in these water-short areas.
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We propose that you direct Interior and Agriculture to
analyze these programs and take appropriate steps to

encourage water conservation and to remove disincentives
to conservation.

Agrée Disagree

(Consansus ) '

3. Modification of Federal Housing and Community
Development Programs

We recommend that you direct Federal agencies to do the
following:

- Agriculture, Commerce, and EPA should modify financial
assistance programs for municipal water supply and
sewer systems to require appropriate community water
conservation programs as a condition of loans and
grants.

-- HUD, Agriculture and VA should modify housing assistance
programs to require use of water reducing technologies
in new buildings as a condition of receiving assistance.

- GSA, in consultation with affected agencies, should
implement measures to encourage water conservation at
- Federal facilities. A goal would be established and
~each agency having facilities would be required to
comply. :

-— Other Federal departments, as appropriate, should
review programs and policies for consistency with water
conservation needs.

Agree , Disagree
CConsemsus )
C. Assistance to States

A number of water conservation initiatives can best be
accomplished by the States. Federal financial assistance
to States is proposed as part of a consolidated State grant
program proposed on page 42 of this paper, in the section
on enhanced State-Federal cooperation.
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In addition to the improvements in the planning process
mentioned above (e.g., reaffirmation and strengthening of
the environmental quality objective, planning for a non-
structural alternative, and providing for WRC review of
agency benefit and cost ‘estimates), the following steps
should be taken: '

L

.

A Presidential directive to the concerned agencies
to _insure timely compliance with the Fish and
Wildlife Coordination Act and the Historic
Preservation Act and other appropriate statutes.
Compliance reports to OMB as part of the annual
budget submissions and to Interior for monitoring
of agency compliance procedures also would be
required. This action will guarantee that the
agencies do more than pay lip service to these
statutes. This action is strongly supported by
environmental organizations and can be taken
administratively.

A Presidential directive to agency heads instructing
them to include designated funds for environmental
mitigation in all project construction appropriation
requests, and requiring funds to be spent concurrently
and proportionately with construction funds through-
out the life of the project.

To improve flood protection through nonstructural means,; we
recommend that you:

o

Require the Director of the Water Resources Council
to report to CEQ, OMB and the Domestic Policy Staff
the findings of its periodic evaluation of agency
compliance with Executive Order 11988. This order
attempts to reduce flood hazards and protect flood-
plains from unwise development by Federal projects
and programs. There has been inadequate follow-up

to determine that agencies, through some 200 programs,

are adequately complying.

Direct the Secretaries of Interior, Commerce, Army
and HUD to improve flood protection through non-
structural means by directing use of existing

'Federal programs to enhance nonstructural flood

protection, including land acquisition, where
consistent with primary program purposes (Interior's
Land and Water Conservation Fund, HUD's Community
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Development Block Grant program, Commerce's
Economic Development Administration program,
and Army's Corps of Engineers general water
resources responsibilities).

’ - Allocate $20 million in FY 1980 to implement
: A" the existing Flood Insurance Administration

44 authority to purchase flood-prone structures
and remove them from the floodplain rather than
pay for repeated repair.

Agree Disagree //7//

(,(.omc-nsm)
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Cost-sharing reform is probably the most important single
issue in water resources policy. The importance of this
issue has been addressed over the years by a number of
groups established to review Federal water programs,
including the Hoover Commission in the late 1940's, and
the National Water Commission in the early 1970's.
Interest in this area was also expressed by the Congress
in requesting a study by the Executive Branch on water
policy in Section 80 of the Water Resources Development
Act of 1974, P.L. 93-251. Although it is not a new issue,
it has not been faced directly by any preceding Admin-
istration.

Cost-sharing policies for Federal water resource programs
have been developed under a variety of different laws
over a long period of time in piecemeal fashion. As a
result, cost-sharing for projects of the Corps of
Engineers, the Bureau of Reclamation, the Soil Conserva-
tion Service, and the Tennessee Valley Authority differ
among agencies. However, except for some land and in-
kind services, there is no appreciable "front-end" parti-
cipation by non-Federal interests in the construction
costs.

There are a number of reasons why cost-sharing reforms
are needed:

- State financial involvement in project funding
would increase the scrutiny of project proposals
at the State level.

- There is, perhaps, no better test of the merits
of a water resources project than the willingness
of the beneficiaries to share in its costs.

- Inconsistent cost-sharing policies lead to "shop-
ping" among agencies, and create situations
where a project is supported not for its merit,
but because the Federal government will pay the
largest share of the cost.

-- Cost-sharing rules that vary by purpose tend to
distort project plans to minimize non-Federal
costs rather than to optimize benefits.
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- The present complex system for cost-sharing is cum-
bersome from an administrative standpoint and
badly needs simplification.

In the course of our review, six major cost-sharing
reform strategies were analyzed, ranging from an approxi-
mation of the status quo to a block grant that would pro-
vide the States with the means to develop and manage
their water resources according to their own plans and

" priorities, and which would in effect drastically

reduce or eliminate the Federal construction programs.
Consideration was also given to 100 percent recovery of
Federal financing of project costs through the marketing
of project products and services.

The most important changes required are greater non-Federal
cost contribution and direct State participation. At
present, the States have little or no financial part1c1—
pation. Therefore, they have limited involvement in
project formulation. The greater the State and other
non-Federal participation in project funding, the more
careful will be the choice of scale and design.

. There is consensus on our part that the elimination of
inconsistent cost-sharing rules is desirable. Reform in
this area will require legislation, and chances of
success in the Congress are limited. However, we feel
that a cost- sharlng proposal is essential to a credible
water policy.

There is disagreement between Interior and CEQ on one
hand and OMB on the other with respect to the degree of
change and the amount of non-Federal front-end financing
that should be required. Those differences are set
forth in the two options which follow. Treatment of
cost-sharing for SCS projects is presented as a separate
issue.

Option 1: State 10% Front-end Financihg and Increased
Non-Federal Contribution to Flood Protection

A. Ten Percent State "Front-End" Finance

Interior, CEQ, and OMB agree that a State cash payment of
10 percent of the capital costs of each project should

be required, except for Soil Conservation Service projects.
This "front-end" commitment would increase State influence
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in project planning and decision. The funding debate in
State governments would assure vigorous examination of
each project's merits. There is some indication that
the governors would be agreeable to such an arrangement,
provided their need for planning and conservation
assistance is met.

A mandatory minimum State cash contribution would require
new legislation by the Congress.  However, incentives

for voluntary State agreement to 10 percent cost-sharing
could be created through an Administration commitment to
expedited consideration for new project construction
starts (included as a proposed Presidential criterion

for budgeting projects, p. 20).

This action would have the following characteristics:

- The States would be expécted to provide legally
binding commitments for their 10 percent cash
share of total project costs.

-- The 10 percent State share would be paid concur-
rently and proportionately with the Federal con-
tractural obligations for project construction.

- "In-kind" contributions of lands, easements)and
rights-of-way could not be credited toward this
portion of the cost-sharing.

- All other procedures and rules including those on
principles and standards, NEPA, cost-sharing, and
operation and maintenance as modified by your
policies would apply.

- States contributing 10 percent "front-end" finan-
cing would receive a proportionate share of project
receipts above operation, maintenance, and replace-
ment costs.

-- This approach would be applicable to the programs
of the Bureau of Reclamation, Corps of Engineers,
-and TVA. (Treatment of SCS projects is presented
separately.)

This proposal would apply on a voluntary basis to author-
ized projects and separable units not yet under
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construction. For projects not yet authorized, the
proposal would be made mandatory, and this would require
legislation.

B. Modification of Cost-Sharing for Flood Protection

In addition to the 10% State share for all projects,
Interior and CEQ propose amending Section 73 of P.L. 93~
251 to fix the additional non-Federal capital cost-share
for flood control projects at 20% for projects involving
either structural or non-structural measures, or combina-
tions of both. Current law requires 20% cost-sharing for
non-structural measures. Flood control benefits from
reservoir projects are currently 100% Federally funded.
For local structural protection projects (levees, etc.),
local interests put up all lands, easements and rights-
of-way, averaging 17% for urban protection and 7% for rural
flood protection.

The proposed additional 20% capital cost-share could be
any combination of cash and "in-kind" contributions (lands,
easements, rights-of-way). Non-structural and structural
measures would be subject to identical requirements.

Two fundamental problems with prevailing rules for cost-
sharing were revealed by the WRC's Section 80 study:
first, there is a great variation in the effective non-
Federal contribution to Federal water resource projects,
depending on the project purpose, responsible agency, and
the specific project authorization. Second, certain
major project purposes (flood damage reduction, irriga-
tion and navigation) are subject to cost~sharing rules
which result in exceedingly low non-Federal contributions.

Because these project purposes all have identifiable
‘beneficiaries, it should be possible to recover a greater
proportion of project costs from these beneficiaries, in
addition to the basic 10 percent up—~front State cash
contribution proposed by Interior and CEQ. The conservation
pricing recommendations should result inasignificant
increase in the share of irrigation costs paid by project
"beneficiaries; the Administration's legislative proposal
for navigation system user fees should increase the non-
Federal contribution to that project purpose. Thus, the
only other major heavily-subsidized project purpose not
otherwise addressed by these recommendations is flood
damage reduction. We address this issue by this proposal.
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The present low level of non-Federal cost-sharing for
flood damage reduction encourages potential beneficiaries
to promote structural flood control projects instead of
largely non-structural floodplain management alternatives.

Actions A and B, which’ comprise Option 1, would raise the
overall non-Federal capital cost-share for flood control
purposes of projects not yet authorized for construction
to 30%. Cost-sharing rules for other project purposes
not specifically changed by other recommendations in this
paper would not be affected.

Option 2: Joint Financing at Uniform 25 Percent Local
Cost-Share

OMB recommends that the existing, patchwork cost-sharing
arrangements be reformed by requiring that non-Federal
interests finance 25% of the total capital cost of each
project, regardless of project category or purpose. This
25% requirement would replace existing non-Federal
contributions (such as land, easements, etc.). As in
Option 1, at least 10% of the capital costs would be borne
by the State and vendible outputs are priced as described
in the section on conservation. At the discretion of the
State, the balance of the non-Federal share could be
distributed among beneficiaries and local governments or
paid in full by the State.

- This requirement would be a cash contribution, and
could not be met by in-kind contributions such as

land, easements and services. N\
-- These new cost-sharing arrangements would be made /0P ’L
applicable to all authorized projects and separable kY

features of projects not yet under construction on
a voluntary basis and to all new .authorizations.

Factors to Consider in Assessing Options 1 and 2:

- Both Options would require a State decision to support
Corps, TVA and Reclamation projects by requiring
States to contribute 10% cash front-end financing
(sCS projects discussed on pages 40-41).

C—-— Both proposals are controversial, and Congressional

action is unlikely in the near future.

- Based on discﬁssions with a number of governors, Option 1
appears more likely than Option 2 to be acceptable to
the governors and perhaps the Congress.
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- Option 1 would be less subject to objections that o
"the rules are being changed in the middle of the o

game, "

-- Option 1 would.specifically address one of the worst
inconsistencies in current rules by requiring greater
cost-sharing for all flood damage reduction projects.

-— Option 2 would provide a simpler, more comprehensive 2 7%»“”
set of ground rules in place of the current patch- #/47
work system, whereas Option 1 does not simplify the no .
current system and may be criticized for adding rules f, JQ‘?<7
rather than subtracting them. o s

Option 2 would go further in removing incentives for
agency "shopping" and causing distortions in projects.

- Under Option 2 some beneficial project features now
largely Federally-funded (environmental protection
and fish and wildlife mitigation) would be given less
support than under Option 1.

-= The higher front-end cost-sharing feature of Option 2
would generate stronger opposition in the Congress and
elsewhere, but would provide a better test of the

- validity of the project.

- Option 2 would tend to favor projects that are supported
by States or commercial interests capable of and will-
ing to raise front-end capital.

- If implemented, Option 2 could reduce Federal outlays
by hundreds of millions of dollars as compared to
either Option 1 or the present situation.

Decision: Option 1 -- State 10% Front~end Financing
and Increased Non-Federal
L/// Contribution to Flood Protection.

Recommended by Interior and CEQ. DPS Suﬂwﬁts.

Option 2 =-- Joint Financing at Uniform 25%
Local Cost--Share Including State
Share of At Least 10% Front-end.

Recommended by OMB.

————

Opivn == Do wot approwt eifer proposal
o Y3 Hwma.
Ruemw \v\, Wetlen
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Cost-Sharing Treatment of Soil Conservation Service Projects

All agree that the 10% State cash share proposed above would
be impractical for SCS projects, which tend to be small and
are based on a grassroots relationship between the Agricul-
ture Department and local soil and water conservation

, districts. However, disagreement exists over whether the

o 10% cash share should be required at all for SCS projects.

Option a:

OMB and CEQ propose that the 10% cash share be required

but that any non-Federal entity could pay it, thereby removing
the need for State legislative action for each project. They
feel this requirement is needed because:

-~ existing cost-sharing arrangements include lands, 74w44—
easements, rights-of-way and "land treatment" measures
(contour plowing, etc.) which do not represent a sig-
nificant financial contrlbutlon to projects;

- ~= many of the land treatment measures are never carried 74‘
' out, even if the project is built;

{%y_ -— good farm management would include land treatment 74442_
- measures and should not be considered a contribution
to the project;

~-- while most SCS projects are small, they can involve %‘we-
+ significant stream channelization and dam construction
and their adverse environmental impacts can be large;

exempting SCS from cost-sharing increases may encourage
additional SCS projects and encourage agency "shopping™.

Option b:

DPS and Interior feel that the 10% cash cost share for SCS
projects should not be proposed at all, but that administrative
procedures and requirements should be tightened to insure

that non-cash cost shares are not inflated.

They argue:

-- Many beneficiaries of SCS projects are farmers and
rural communities for whom a 10% cash cost-share,

excluding in-kind contributions, would work a hard-
ship.
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- The SCS program, although relatively small
($150 million annually) is active in every State.
While there is virtually no chance that legislation
for a 10% up-front SCS cost-share would be adopted,
including SCS in the up-front cost-share proposal
would broaden the coalition against cost-sharing
reforms for the Bureau and the Corps.

- Reform of the calculation of in-kind contributions,
enforcement of the P&S, and a firm approach to
cost-sharing in agency procedures and on project-
by-project basis can be accomplished administratively
and represent the best real chance for reform.

Decision: Option a -~ Apply 10% Cash Cost-Share
' Requirement to SCS Projects
But Do Not Require States to
Provide It.

Recommended by CEQ, OMB.

Option b ~-- Do Not Apply 10% Cash Cost-
. Share, but Tighten Up On
Current Cost-Sharing
Arrangements.

Recommended by DPS, Interior
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XITI. ENHANCED FEDERAL-STATE COOPERATION
IN WATER MANAGEMENT

Several of the actions discussed above (expedited
consideration of authorized projects for which there is
State cost-sharing and greater predictability in Federal
consideration of water projects) offer the potential of
improving Federal-State cooperation. But such actions
must be taken with an understanding of the sensitivity
of the States to any perceived instrusion by the Federal
government into areas which the States consider to be
primarily their responsibility, particularly actions
which might directly or indirectly affect State water
rights. We have identified the following areas where the
Federal government could take steps to improve coopera-
tion and provide appropriate assistance to the States.

A. Assistance to States for Water Conservation and
Planning

We have identified the need to provide assistance to the
States to establish water conservation technical assis-
tance programs and to increase existing State water
planning programs. Funding is also proposed to help
Western States (at their option) to modify and improve
their State water rights systems in order to facilitate
water conservation. T

The following three components would comprise a State grant
program: :

1. Planning Grants

The States have strongly protested a perceived failure on
the part of. the Federal government to involve them more
actively in decision-making on Federal water planning and
to take adequate account of State plans in proceeding with
Federal projects.

The WRC conducts a modest ($3 million/per year) planning
grant program to assist the States in conducting water
resources planning programs and activities. The States
maintain that this level of funding is inadequate and that
the State matching share now far exceeds the Federal

" contribution.
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We propose a substantial increase in this program -- to
$30 million annually. Such an increase would greatly
facilitate the States' ability to conduct water resources
planning and management programs.

The funds would be made available to the States as 50-50
matching grants on the following basis: half of the

grant money ($15 million) would be distributed as formula
grants to the States consistent with Federal criteria (to
be promulgated by the granting agency) to prepare water
supply management plans and implementation programs which
emphasize conservation. The other half of the money would
be available to States on a merit and cost-effective basis,
for any of the following specific purposes: to integrate
water quality and water quantity planning and management

on the State level; to further develop State water conserva-
tion plans and implementation programs; to assess water
delivery system rehabilitation needs; and to develop programs
to protect and manage groundwater and in-stream flows.

We want to avoid Jjust distributing money to the States with-

blet out achieving effective planning activity at the State level.
055" o We would therefore recommend close monitoring and State
? (ﬁ 1i-__iiiifffff-3%2;he Federal program criteria.
(55
A Agree 444 Disagree
(Cansensusd) ‘
2. Technical Assistance for Water Conservation

Many water conservation actions will require information
and technical assistance provided to the public at the
State and local level. We propose that each State be
funded to help establish technical assistance programs
tailored to their own water conservation priorities. These
funds would be used for implementation of programs.

Grants would be available to all States. $40 million of

the funds would be provided on a formula basis to the States.
$10 million annually would be made available to the States
based on proposals at the discretion of the Secretary.

Agree mﬂ j" Disagree
(Consensus) : v

3. Encourage States to Develop Efficient Procedures for
the Sale of Water Rights Within a State

Under Western water law, water rights depend on the amount

of water used, creating a disincentive for conservation.

In many Western States, the process for selling or renting
5 " a portion of one's water rights under existing State law and
(68 administrative processes tends to be costly and cumber-
some. Additional incentives would increase our ability to
achieve irrigation water conservation in the West. To
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(ﬁ} provide an expedited low-cost process for selling or renting
-l water rights most Western State§ would have to clarify,
modify, or reform laws, regulations, or administrative
mechanisms. . '

This proposal would provide $20 million over a three-year
period to help States which ask for assistance to establish
or improve efficient mechanisms for selling or renting water
rights. The program would provide up to $2 million per
Western State. These funds would be given to the States for:

developing data and analysis to assist in changing
State laws, regulations or procedures;

completing an inventory of current appropriated water
rights so that they can be easily identified and updated;

developing administrative mechanisms to handle water
sales within the States.

Options

a. Up to $7 million per year for three years
with no more than $2 million per State.
. : States would be expected to pay much of the
L costs. The Federal program would be dis-
o continued at the end of three years.

- b. Allow funds for this purpose from the Planning
portion of the grant proposal, but do not
highlight.

OMB and CEQ recommend Option a because they believe this would
be a low-cost, high reform, non-threatening means of helping
participating States.

Interior recommends Option b because it believes States are
already taking this action without Federal assistance, the
action might be misinterpreted as Federal meddling in State
water rights, and the resulting controversy would tend to
obscure the more fundamental reforms which have been proposed.

Decision ,
Option a. Approve ( oMB, cEQ)

Wg‘& Option b. Include as allowable activity under
planning grants, but do not high-

Hoht (Terio DPS)

dudy Far poiy a «Ed T2

. . ok SRechic Gmeunks-?
Gty T BV G e




45

B. Federal Cooperation with States to Resolve Groundwater
Problems

Management of groundwater resources is essentially a State
and local function although EPA has certain statutory
responsibilities to protect underground water resources

in conjunction with the States. However, the failure to
establish laws and procedures in many areas has created
problems which have resulted in calls for Federal water
resource development. e.g., groundwater "mining" leading

to the Central Arizona Project. These problems occur where
Federally-funded surface water projects are proposed in
areas where no effective State or local laws or procedures
. control acknowledged groundwater mining in the same area.
~In such cases, the protential of water from the Federal
project can become a contributing factor to the continuation
of such practices.

Recommendation:

To improve Federal cooperation with States with regard to
~ groundwater you should:

--  Make a statement of concern on this problem,

~- Direct Federal water agencies to assess this problem
as projects are planned, and

- Direct Federal water agencies to work closely with
States and local governments to seek resolution of

local groundwater problems. -7
Agree : L// ‘ - Disagree

(Consemsus) '
C. Federal-State Cooperation Regarding Instream Flow

Policy '

Failure to protect instream flows jeopardizes recreation,
water quality, aesthetics, and fish and wildlife habitat.
Water management decisions have frequently ignored or given
low priority to maintaining the instream flows. As a
result, many streams, especially in the West, have become
critically depleted and, at times, dry through appropriation
of flows for traditional consumptive uses. Federal water
programs, by placing emphasis on supplying water for
agricultural, municipal and industrial purposes, has not
always considered the need to leave water in the stream for
instream uses.
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Present Federal policy for new projects and those in the
planning stage is to assess and establish the quantity of
streamflow necessary to be assigned to maintain instream
needs below proposed dams. Such requirements should be
provided for in new authorizations. Project operations
plans to carry out the flow requirements should be developed
in close consultation and coordination with the States.

For projects already constructed, the use of stored water
for instream flow requirements is often not provided for.

'To improve protection of instream flows, we recommend that
you:

C—— Issue a statement of concern on this problem,
reaffirming the Federal commitment to enhanced
protection; in this connection, you should ask

- the governors to work with Federal agencies to
protect the fish and wildlife and other values
associated with adequate instream flows.

- Direct Federal agencies, working in cooperation
with the States to improve, where possible, the
. operation and management of existing projects to
s , . brotect instream uses. While not interfering with
‘ the responsibilities of the States, there are
6!! Jf’ major opportunities for Federal water management
‘ szp agencies to set a strong example in recognizing
&dqﬁdﬁ S legitimate instream flow needs. Authorizing
‘ legislation that now lacks provision for stream
flow maintenance, and where commitments and
}S economic feasibility permit should be amended to
er provide instream flows.

Reguire that the Federal planning and technical
assistance to the States (noted elsewhere) be
available in part to address and correct for
instream flow problems.

Agree V/ Disagree
(Consemsus)
D. Technical Assistance in Planning and Gathering of Data

The Federal agencies with expertise in water areas should
be directed to assist the States by providing technical
assistance, water data and information on instream flow and
~groundwater withdrawals. These data will be useful to
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States to managing minimum instream flow, groundwater

and safe drinking water and other water quality programs
(approximately $15 million per year).

Agree L . Disagree
(Consansug )

E. Federal Reserved Water Rights

Western States are fearful that large claims on water by
the Federal government and Indian tribes will threaten
existing water uses and prevent future growth.

The United States, as the original owner of the public
domain in the Western States, by a statute enacted in 1866,
authorized citizens in a manner recognized by local customs
and laws to appropriate the waters of the public domain and
divert them to areas where they might be applied to bene-
ficial uses, such as irrigation, industrial, mining and
domestic activities. A highly developed and complex system
of State water law has developed, supported by numerous

- court interpretations. The quantity of an appropriator's

i right is determined by the amount of water he can beneficially

use; the priority of his right as against other appropriators

1s determined by the date the water is first beneficially

used or the date application is made for a particular use:

first in time is first in right. This system is the heart

of Western water law, and 1n most areas, more than the

amount of water actually available has been appropriated,

in priority order, under such systems.

S

Also -- and again by virtue of being the original owner of
the vast public domain out of which the Western States were
carved -- the United States from time to time has set aside

large tracts of land for national parks and forests, wild-
life refuges, and other uses. The law is settled that when
the United States reserves a tract of land from the public
domain for some Federal purpose, it also reserves sufficient
water from sources pertinent to the reserved land to accom-
plish that purpose; the water thus reserved is the Federal
reserved water right. The reserved water right is unlike
an appropriative right in that the Federal government retains
valid rights even if the water is not actually used at
present; in other words, the "use it or lose it" principle
does not _apply to reserved righfs. However, reserved rights
mesh with appropriative rights in that they have a priority
only as of the date of their reservation. Since the reser-
vations often were made long ago, there are many areas where
- the unquantified rights of the United States are prior to
. that of most water users in the area. Although Federal
' reserved water rights can be quantified in water adjudica-
tion proceedings in State and Federal courts, relatively
few reserved rights so far have been thus quantified.
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The heart of the Federal reserved rights problem is that
many water users, whose right to use water is junior to
that of the United States, fear that water will no longer
be available to them, should the United States choose to
utilize the full quantity of its right.

For decades, the issue has remained unresolved, creating

an atmosphere of uncertainty and controversy, and fostering
less effective water resource planning and management than

is often desirable. Extreme suggestions for resolution
would include a general abandonment of Federal assertion of
reserved rights on the one hand, or a comprehensive inventory
and quantification initiative by a fixed deadline on the
other.

Neither of these is deemed acceptable, but we do believe that
Presidential initiative can end the period of inaction, and
set a reasonable course for resolving many Federal reserved
right problems in a manner sensitive to existing water users
and States.

1. Federal Reserved Water Rights Pertaining to Public
Lands

We recommend a Presidential directive which instructs Federal
water agencies:

- to increase the level and quality of their attention
~ to the identification of Federal reserved water rights,
focusing particularly on areas where water planning
—2 and management will be improved, where the protection
of Federal water uses is of highest importance, and
where it is essential to reduce uncertainty over future
Federal assertions of right. States and water users
should be closely consulted as this is accomplished.
This will cost $150 million over 10 years.

- to seek an expeditious establishment and quantifica-
tion of Federal reserved water rights consistent with
the priorities set out, and this action should be
accomplished primarily through administrative means,
seeking formal adjudication only where necessary.
Resolution of disputes involving Federal water rights
should include a willingness to negotiate and gettle
such rights in an orderly and final manner, seeking a
balénce‘with—Eanlicting and established water uses.
Where adjudication is necessary, it should be actively
pursued by Federal agencies to a speedy resolution.
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- to utilize a reasonable standard, when asserting ,’4,[
Federal reserved rights, which reflects true Federal ﬂfﬂ T
needs, rather than theoretical or hypothetical needs P f’
based on the full legal extension of all possible éé
rights. Agencies should develop procedures and ’uﬁ‘
standards for the purposes of this section, consulbjwt “Ae
ing with the Department of Justice as appropriate.

97, " -
Agree 7 Disagree 5L1Puyh”;. ¢
e Lhd

(Cawntangus) '
2. Indian Reserved Water Rights f"M w )

Early in the policy review, at the request of Indlan eaders,
the Indian water rights issue was separated from the rest of
the review. Leadership on the Indian water rights review was
provided by the Assistant Secretary for Indian Affairs at
Interior. The issue was subsequently reintegrated into the
review during the latter part of the effort. Although the
public process associated with this topic has not been as
extensive as that for the rest of the topics, it has been
adequate and has involved the Indian community and other key
groups.

One major controversy regarding both Federal and Indian

reserved rights is whether State or Federal courts ought to

have jurisdiction in adjudicating these claims. As trustee <y
for Indian water rights the Federal government has maintained

that Federal courts are the proper forum for determlnlng these 6‘7!‘60—-
rights.

Indian water rights are associated for the most part with
Indian reservations. The Federal government holds these
rights in trust for the tribes. When reservations were
created, courts have held that the Federal government re-
served, by implication, enough available water to meet the
needs of the reservation (the Winters Doctrine).

Like Federal reserved rights, Indian water rights have not
been quantified for the most part. States and non-Indian
water users perceive these rights -- particularly in water-
short areas -- as a threat because many of these rights

pre-date other water rights.

It has been the policy of this Administration to encourage
Indian and non-Indian water users to negotiate their water
rights if possible, rather than litigate them. The Indian
people will generally accept negotiation as opposed to
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11tlgat10n if there is financial support from the Federal
agencies to help them devglop the water to which they are
entitled. Therefore, we recommend the following:

-- A statement of the Administration's preference that ,k
Indian water rights be negotiated rather than liti-
gated where possible.

—- A statement of Administration policy supporting oé
litigation of Indian claims in Federal courts
where negotiations are unsuccessful.

- To assist negotiation, and litigation if necessary,
a BIA review of tribal water claims (to be conducted

within the next 10 years, at a total cost of approxi-
mately $150 million).

- A policy directive and Federal program formulation
to increase the development of Indian water resources

as an incentive to achieve quantification through
negotiation.

Agree ~ Disagree

(Consensus) | Ap‘“’Z
: 4A&”“b
LT,
)
7

£ dﬁﬂ“"l
w2



XIV. NEW STARTS



XIV. POTENTIAL RECOMMENDATIONS FOR NEW STARTS 51

In your budget message, you informed the Congress that you
would be considering potential budget amendments to initiate
new starts on water projects when your review of Federal
water policy was completed. We believe it is highly desirable
that a limited number of such projects be selected and pro-
posed for financing concurrently with your recommendations
for policy reform. It is likely that a number of water
projects can be supported, based on our review of a universe
of potential starts. The precise number of projects and the
individual projects selected are, of course, dependent on the
kind of criteria you adopt for the interim between now and
the time your recommendations are enacted by the Congress.

It should also be noted that the Congress will try to add
new projects each year, and that they may seek to gquickly
add "new starts" before the new planning reforms are
fully operational (the FY 1981 budget). You will probably
be faced with difficult decisions on whether to veto both
appropriation and authorization bills.



'XV. IMPACTS OF
RECOMMENDATIONS
5
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The impacts of these recommendations on Federal water
programs vary depending upon which categories of projects
are affected. These rpcommendations apply to all projects
not yet authorized (Categories D and E on Page 13). 1In
order to achieve effective reform while ensuring that the
recommendations can be feasibly implemented, we have
tailored the application of each recommendation to a specific
portion of the 1280 currently authorized projects. (Those
in categories A, B, and C on Page 12). 1In particular, we
focused on the backlog which is comprised of about 500
authorized projects not yet under construction and the
separable features of projects that are under construction.
(Those in categories B and C on Page 12) The backlog would
cost about $15.4 billion to complete.

The recommendations would:

- Apply the Presidential selection criteria to
all projects in the backlog whenever a new start
. or other project proposal is presented to you for
' a decision. These criteria would also be used v
to try to dissuade Congress from starting funding
for authorized projects that do not measure up.

Apply at the time the new planning process is in
place (about the start of the FY 1981 budget cycle

zﬁﬂgkq? - on a case by case basis when projects are presented

for decision) the revised and strengthened planning .-

and evaluation procedures to all projects and

separable project features that are not yet in

the construction phase. Other than separable

features, this item exempts those projects

reviewed last year.

- Apply new cost-sharing policies to all projects
not yet authorized as soon as legislation is
enacted by the Congress. 1In the backlog, ex- >
pedited consideration will be given to those
projects where states volunteer to provide the
, 10 percent cash front-end financing feature of
i ‘ : the cost-sharing reform.

Apply at the time the review function is in place
(about the start of the FY 1981 budget cycle) the
new independent review function of the Water

Resources Council to all projects prior to their
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consideration for authorization, new construction
starts, or other major project decision. For
these projects, the review objectives would be:

- To ensure that the project was planned
in strict accordance with the rules in
effect at the time of authorization.

- To identify cases where the social
economic and environmental assumptions
and conditions on which the project
plans were based are obsolete, and

- To call for replanning or reformulation
as necessary.

- Apply the new conservation pricing system to all
projects at the time of initial contracting,
contract renewal or contract renegotiation.

- Apply improved environmental law compliance
monitoring and environmental mitigation techniques
to all projects for which a construction funding
or other decision is requested.

- Apply improved Federal/State cooperation techniques
regarding groundwater and in-stream flow protection
to all projects.

In sum, the reform recommendations would have significant impact
on the backlog and would ensure:

first, that any backlog project for which a new construct-
ion or major project decision is required will comply with
the economic and environmental requirements that apply to
that project; ’

second, that the project enjoys significant public support,
including meaningful State government financial support;

third, that a substantial portion of the federal costs
invested in the project will be recovered; and

fourth, that we have not created another "hit list".
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The attached exhibit presents a summary of the budget
estimates for the reform proposals in this paper.

These estimates are necessarily tentative and preliminary

at this time, but we believe they are reasonable approxi-
mations of the likely budget effects over the next several
years. We would, of course, refine the predicted budget
effects to reflect any changes resulting from your decisions,
and to obtain a more precise estimate based upon additional
staff work.
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Budget
_ . A/ - Qutlays
Changes to the planning base:= ($ in millions)

1979 1980 1981 1982

Improved Planning and
Review Process:

Independent Water Project
ReVieW tecseecoccncccns +1 +1 +1 +1

New Emphasis on Conservation:

Federal Technical

ASSisStance......eeee.o. +15 +15 +15 +15
Modification of Federal '
Programs ...cocesecoess —— Unknown, but probably small

budget impact --

Improved Environmental
Protection:

Purchase of Floodplain
Structures .....ccecceeee -- - +20 +20. +20

Cost-Sharing:

. Interior/CEQ 10% State

Requirement (Option I) - - -5 -15 -25
OMB Recommendation

(Option II) eececececees == -110 = -210 -225

Enhanced Federal/State
Cooperation:

Consolidated State Grant

Program ...ceocososesess +87 +87 +87 +80
Technical Assistance for

Streamflow and ground-

water management ...... +15 +15 +15 +15
Review of Federal Reserved :
Water Rights ...ceccen. +15 +15 +15 +15

Review of Tribal Water
ClaimsS .e.veeesnccee vee +15 +15 +15 +15




ANALYSIS OF POTENTIAL BUDGET COSTS -- 2
1979 1980 1981
New Construction Starts:B/
Potential Starts .¢.... 70 210 350
Totals Option I
Cost-Sharing ...... +223 +373 +503
Totals Option II
Cost-Sharing ...... +223 +268 +308
Totals Without Cost-
Sharing ...eecee... +223 +378

+518

+626
+426

+651

A/ Budget impacts of reform actions not detailed in the
table are either zero or would have 1mpacts beyond

the time-frame discussed.

567

B/ Assumes same level of new starts each year -- 1979-1982
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We believe the policy reforms in the areas noted above
provide a responsible and credible package of Federal
actions that will offer the maximum potential of achieving
significant reform. They would greatly improve the quality
of Federal water resource programs, reduce waste, distribute
costs more equitably, and provide the States and the Federal
agencies with the positive incentives and tools required to
conserve our scarce and valuable water resources.

The major features of these proposals can be summarized as
follows:

Cost Sharing

We propose to: substantially increase non-Federal participation
in the front-end financing of water projects, increase the
pricing of vendibles and reduce the disparity among the cost-
sharing requirements for various purposes.

Conservation

We propose to make conservation a major thrust of your water
policy reforms through: a conservation pricing proposal which
provides a positive financial incentive to help conserve

water; targeted technical and financial assistance to States
and farm operators; a new matching grant program; and
strengthening of conservation activities under existing Federal
programs.

Principles and Standards

The WRC will be directed to tighten the implementation of
criteria for evaluating water projects costs and benefits,
including environmental costs. This action would include
requiring the preparation.of a planning manual and develop-
ment of nonstructural and conservation elements as part of
the planning process. In addition, criteria have been
developed for your use in selecting new project construction
starts.

Review Board

The WRC -- an agency without a construction mission -- would
undertake a technical review of water project reports to
assure compliance with existing law, and to determine that
benefit and cost measurements are valid.
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Enhanced State Role

The States would be provided with additional planning
assistance through grants, action would be taken to open
up the Federal planning process to secure State partici-
pation, and steps will be taken to deal with the reserved
and Indian water rights question that concern the West.
We will give priority to projects where the States have a
financial stake in front-end financing and will provide
funds and technical assistance to State conservation pro-
grams. We believe those actions will give the States the
kind of opportunity and recognition they have been requesting
in their meetings with you, the Vice President, Secretary
Andrus, and other members of the Administration.
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This decision document, in an earlier draft form, was made
available for review by the heads of the concerned agencies
and their designees. '

The agency views are generally in accord with the thrust of
our proposals. In some cases we modified the draft to
accommodate their views.

The ultimate responsibility for recommendations to you was
assigned to us -- as heads of the Water Resources Council,
the Office of Management and Budget, and the Council on
Environmental Quality. Consequently, the recommendations
are our responsibility.

For your benefit we have attached brief summaries of their
major points as well as copies of their letters.
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SUMMARY OF AGENCY VIEWS

Department of Energy

-Distinction should be drawn between WRC as a Federal agency
composed of agency heads, and the Director of WRC, who is a
subordinate federal official.

-Clarification of role of river basin comm1ss1ons vis-a-vis the
states in planning needed.

-Strongly endorse fulT cost pﬁicing for power.
-Small hydro program mentioned on page 5 is a loan, not a grant.

Department of ‘the Army

- ~-Option T of the cost-sharing section pagej?9)nmkes no progress
toward consistency in non-Federal cost-sharing requirerents.

-Army would 1ike the same flexibility with regard to the 10% front-
end requirement for its small and moderate sized projects as is
provided SCS.

-Cost-sharing options no longer include the comb1nat1on of 0&M
and capital costs which Army favors.

options is unworkable in some cases because of the disparity
between project location and beneficiaries, as in the case of,

-The non-Federal contribution envisioned by both cost—sharings\t>>
f
many navigation projects.

-Cost~sharing»option'1,‘whj1e expedient, is not the fundamental
‘reform which is needed and will therefore not be acceptable to
either the Congress or advocates of fundamental reform.
-Echos DOE's observation about the WRC/WRC Director relationship.

-Fears that the schedule for implementing many of the reform
efforts is too tight.

Environmental Protection Agency

-Much of the paper's effort to provide financial incentives tov_<}7 pess
states is duplicative of EPA's ongoing activities. To this aa’
extent, they need more scrutiny by OMB. ’

Department of Transportation -

-Strongly recommends revision of statutes detailing method for
cakcu]atfng‘transportation:benefits from water projects.




Department of ‘Agricul ture

-In general, Aariculture concurs.with.the proposed reforms.

-Independent review board should await the reorganization of natural
resources.

~-Changing water pr1c1ng to recover full costs would not be prudent,
espec1a11y with regard to small farmers. Any increase should be
phased in. .

-Favors grants to states for technical assistance, but feels $20
million is “exorbitant."

~Concurs strongly with 1mprdv1ng fleod protection through non-
structural measures, and the spending of $20 million for re-
locating flood-prone structures.

-Solidly in favor of 1ncreas1ng consistency in cost-sharing
requirements. :

-Agrees with recommendations for new policies where HUD is
specifically mentioned.

-Hesitates to support sharing revenues from sale of M&I water
with states due to potential for abuse.

-Apprehensive about implementation of higher cost-sharing opt1on
(25%). Any increase should be phased n.

-Repeats previous1y mentioned distinction between WRC Director
and WRC.



Department of Energy
Washington, D.C. 20461

APR _1'0 1978

The Honorable Cecil D. Andrﬁs;
Secretary of the Interior
Washington, D. C. 20240

Dear Mr.'Secretary?

This letter is in response to your request for our review
of the draft Pre51dent1al Water Pollcy ‘Paper.

One of our 1mportant concerns “is the apparent . confu51on~
on the role of the Water Resources Council's staff
and Director as opposed to the Water Resources Council
(WRC). This is especially evident on pages 18, 26,
~and 45, concerning, respectively, the lndependent prOJect re-
view board, the flood plain management program, and the -
identification of the WRC as an agency. It is important to
assign these respon31b111t1es to the Counc1l and not to
~ the Dlrector. '

In llne with this problem is the intended role of the’
River Basin Commissions (RBC's) in basin planning vis- -
a-vis the enhanced State planning role described in
‘Section XI - Enhanced Federal-State Cooperation in Water
Management. It does not appear that these two plannlng

respon51b111t1es are compatible.




Another area of concern for Department of Energy (DOE)
programs occurs in the discussion of Section VIII.. New .
Emphasis on Conservation, A. Conservation Pricing,2

Pricing of Municipal and Industrial Water and Electrlc Power.
We strongly endorse Option 1 which would continue the pre-'
sent statutorily based full cost recovery principle for
pricing hydroelectric power from Federal projects. The
second option, which is 1nsufflclently defined, might allow
the States the option of increasing the electrlclty rates -
as well as water supply rates from the Federal projects.
This would conflict with existing Federal Energy Regulatory
Commission responsibilities as well as the statutory re-
spon51b111t1es for the Power Administrations.

Mention is made of the proposed Small Hydroelectrlc
Development Program at ex1st1ng dams on page 5 of the
second section defining the issues. Currently, this
program is strictly a loan program rather than a grant

‘program as indicated in this paper. Additionally, funds

for this program are not included in Section XIV., Analysis
of Budget Costs. Since the existing Principles and Standards
(P&S) are not to be modified, we assume that this means the
small hydro program will not be subject to the P&S review.

It also appears that there are some inconsistencies in .

Section X. Cost Sharing. However, the general tone of

this document is considerably improved over that reviewed

- by DOE on February 24, 1978. This is especially the case

relative to the discussion on the Federal and Indian re-
serve water rights questions.

We appreciate the opportunity’to review and comment on this

Water Policy Paper. We also appreciate the consideration

©of our concerns from the previous draft-of this document.

Sincerely,

ge: S. ’ésaac

Agsistant Secretary -
Resource Applications




'DEPARTMENT OF THE ARMY
'OFFICE OF THE UNDER SECRETARY
.. WASHINGTON, D.C. 20310

o Honorable James T McIntyre, Jr.;
;“Dlrector S

- Office of Management and Budget

" ‘Washlngton, D C.” 20503 '

*lﬁ-Dear Mr. McIntyre-

o Th1s letter transmlts the Department of the Army s comments
on what appear to: be ‘major problems with the draft Pres1dent1al
decision memorandum on- water policy reform. ~ We have telephoned,.

, ‘_hseparately to your. staff, comments ‘on a number .of factual errors
'“gf;and amb1gu1t1es in the ‘draft we were shown th1s mornlng.

B
.v--

#ffCost Sharlng

W1th regard*to cost sharlng pollcy reform, I note that both
'Optlons ‘1l and 2 are. s1gn1f1cantly different from those presented
..7’in" earlier documents ‘we. have reviewed, and commented upon, with
ﬁ_lrecommendatlons on"the option to be selected. - Based on neces-
sarily quick review, however, there seém to be some major
problems w1th the: optlons -as- stated 1n today S draft.'

. Flrst the development of cost sharlng reform on the bas1s
of compos1te or life cycle project costs has been confused if

not: Tost. ‘Indeed, only one reference is made to. it in the . ,
;ffdlscuss1on of Optlon 1 where on page 31 it is stated that "This .-
*;optlon would raise the overall composite non-Federal cost shar-
ing for flood- control purposes to 30 percent.“' This statement,
?wc,however, appears 1ncons1stent with the one on ‘page ‘29 where
it is stated ‘that "A State payment of 10 percent of the capltal-
'vJ;Lcosts of -‘each prOJect should ‘be requlres (s1c)

R As we understand optlon 1 for purposes other. than flood
_;Tcontrol the 10 ‘percent State f1nanc1ng requlrement would be
in ‘addition to- ex1st1ng ‘cost sharlng provisions, so no progress
- toward con31stency in non-Federal cost sharing would be made
S dn these purposes.  Also of concern to the Department of the
i'-Army is the- requlrement ~- for all prOJects except SCS projects ~-
" that States themselves put up the required 10 percent flnanclng.,,
Where local governments have the ability to finance civil works
e VprOJects, as they do in small and moderate 31zed prOJects, they
fgx should have the optlon of d01ng s0.

umb
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Second, the requirement for a non-Federal contribution as-
envisioned in either Option 1 or 2 in the case of the inland
navigation system appears unworkable; in many cases there is
no relationship between the location of a project and the
location of its-beneficiaries. For this reéson, the financing
of inland navigation projects should remain the sole responsi--
bility of the Federal Government, with levels of cost recovery
through user charges consistent w1th national transportation
policy.

Cost sharing Option 1 appears to be an expedient to
increase State participation in the financing of water pro-
jects. But because it does not achieve the kind of funda-
mental. reform which is so sorely needed, I believe it will not -
be acceptable to either the Congress or to advocates of funda-
mental cost sharing reform.

Option 2 on the other hand, is attractive aside from its
failure to address O&M for non-vendibles (and thus to insure
cost sharing reform based upon the concept of effective
composite project costs) and, even more importantly, its
- failure to exclude inland navigation from the non-Federal
financing requirement.

As to the time of applicability of new cost sharing poli-
cies, I believe it would be appropriate to exempt from the
proposed policy those projects which, while not under con-
struction, have binding agreements between Federal Government
and non-Federal interests.

Independent Review Function

A second major deficiency of the paper is its -confusion
of the WRC -- a Council of agency heads, a number of whom
head construction agencies -- and the Director of the WRC,
who is the principal staff person responsible to the members
of the WRC. This confusion is best evidenced by the follow-
ing from page 26: "Require the Director of the Water Resources
Council to report_to CEQ, OMB and the Domestic Policy Staff the
findings of its: /s1E7 «..." The decision memorandum. approprl—
ately assigns the preparation of a handbook and revisions to
the P&S to-the Council; it. 1nappropr1ate1y assigns the Director
of the Council the-respon31b111ty for review of individual
agency- projects. I do not believe that giving the Director
a review responsibility is either consistent with the intent
of P.L. 89-80, the Water Resources Planning Act of 1965, nor,



in fact, workable. If the Counc11 is to have a credltable :
review function, it must do so as a Council, not via a
Technical Staff divorced from its statutory responsibility
to Council members. Yet, if this were done, . under existing
_WRC by-laws, the review would not be "independent". as the
paper suggests. I believe thatythevpaper should offer the
explicit option of assigning the review function to whatever
entlty emerges from the Pres1dent s Reorganization Project .
review as the locus of the- pollcy function," and deferring
1mp1ementat10n until that entity is designated.

Timing

A third issue concerns: timing of implementation of recom-
mendations to revise the plannlng process. It seems to us:
that the memorandum promlses the President too much too soon
in the areas of P&S revision, handbook publlcatlon and subse-
- gquent reflection of new policy and procedures in project
reports. The incorporation of conservation as a component of
the NED and EQ objectives of the P&S, and the implementation
of the requirement to present non-structural alternatives in-
project plans under the P&S will not be easy tasks. The need
for further thought on the proper role of conservation within
the framework of the P&S is reflected in the lack of any clear
definition in the water reform decision paper of "conservation."
How, for example, should saving water be related to the eff1c1ent’
use. of other resources -- economic or environmental? - Similar
difficulties can be expected with def1n1ng proper non-structural

,-alternatlves when structural solutions are recommended

‘The decision memorandum implies that these tasks can be
accompllshed in nine to 12 months and that a WRC review of
projects can be a part of the 1981 budget cycle. These
schedules fail to reflect the complexity of the issues, the
time required to introduce new procedures in planning reports,
and the fact that there are, at any point in time, a large
number of reports which have left field planning offices and
are under review by the Executive Branch or Congress. prior to
their authorization.:

We support publication of the President's New Start cri-
teria as a way of communicating to Congress and the public
" that the President's decisions on water projects are based
on a clear and consistent rationale. However, I do not believe
that assigning a funding priority to projects where there is a

-3



State willingness to contribute 10 percent of project costs
is a useful criterion for FY 1979 or even FY 1980 construction
new starts. The biennial character of the budgeting process
in many States, and the lateness of the date, preclude this.

I have necessarily focused in this letter on the major
problems we see with the exposition of major issues and
options. There are many recommendations in the paper with
which we fully agree; conversely, there are some relatively
minor ones which,; in our view, need refinement. Given more
time for review, we would be delighted to register agreement,
quallfled ‘agreement,. or dlsagreement with more of the specific
items in the paper. But I hope this letter will be of use to
you in finalizing the paper under the ex1st1ng timetable.

Sincerely,~

(o]

‘Michael Blumenfeld
Deputy Under Secretary of the Army
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§ UNITED STATES ENVIRONMENTAL PROTECTION AGENCY S
§ WASHINGTON, D.C. 20460

APR 1 ;1978

'OFFICE OF WATER AND.
HAZARDOUS MATERIALS

Mr. Eliot Cutler '

Associate Director for Natura]
Resources, Energy and Science

Room 262, QOEOB

Office of Management and Budget

17th and Pennsylvania Avenues, N.W.

Washington, D.C. 20503

Dear Eliot:

In compliance with the 0ffice of Management and Budget S request
of April 10, we have reviewed the second draft of the President’s. .
Water P011cy Decision and would offer this general observat1on

_ While we have no serious objection to some.of the initiatives
suggested here, much of the effort to provide financial incentives . . .
- for broadened state part1c1pat1on in water. p]ann1ng and conservation. -
is duplicative of ongoing activities which EPA is already fostering
under the statutorily mandated water quality planning requirements .
of the Clean Water Act. The proposal to encourage water conservation
through the provision of technical assistance to states and communities
has a strong potential of being duplicative of.efforts which EPA - . .=
now has underway with the States through the 208 water qua11ty plann-
1ng program. Likewise, the specific purpose. of . the propesed increase
in state water resources planning money. coincide with many of the
purposes which the 208 statewide. p1ans are now being mequ1red to -
develop. - . :

To the extent that these proposals have the potent1a1'of dup]T-
cating Federally supported planning efforts at the State and local
Tevel and unnecessarily wasting public money, we submit that they .
need to be more carefully scrutinized by OMB. We urge they be g1ven '
carefu] evaluat1on before. transm1tta1 to the Pres1dent o

Thank you for the opportun1tyatovcommentav

S:ncerely yours,

Ass1stanthdm1n1strator
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THE SECRETARY OF TRANSPORTKHON
'- WASHINGTON D.C. 20590 =

Honorable James T. McIntyre, Jr.
Director, Office of Management and Budget
Executive Office Building '
Washington, D. C. 20503

Dear Jim;

I appreciéte the opportunity for our Department to review the revised
National Water Resource Pollcy decision document which has been. prepared
_for President Carter.

Our Department.is pleased to note that the concept of the use of sanctions
in initial version of Section E, Federal/State Relationships, has been
abandoned. 1In our February 21, 1978 response, we had expressed serious
concerns about this concept.

Also in that response, we pointed out the potential requirement to amend
Section 7(a) of the DOT Act concerning the criteria used in evaluating
the navigation benefits of water resource projects.

My staff's review of the revised Presidential decision document reveals
that, although stress is placed upon a requirement for more rigorous
criteria for use by the Water Resources Council in project evaluation,

- no mention is made of the. required revision of Section 7(a) of the DOT

- Act.

I strongly recommend that the nequifédfrévision of Section 7(a) be
included in the comments dealing with project evaluation criteria.

”Siﬁcérely,

AN v A

Brock Adams



DEPARTMENT OF AGRICULTURE "
OFFICE OF THE SECRETARY

WASHINGTON, D. €. 20250

The Honorable Cecil D. And'r-usi APR 11 1978

Secretary
Department of the Interior
Washington, D.C. 20240

Dear Mr. Secretary:

‘USDA officials have reviewed the April 10th draft of therPresidential
options paper on water resources policy reform; we appreciate this
opportunity to present our views on this subject. As you are aware,
water is of incalculable 1mportance to food and agriculture.

vIn general, the Department'of Agriculture concurs with the proposed
reforms, many of which were long overdue, such as:

- o Increased non-federal participation and consistency in
cost-sharing. :

o Pricing of vendiblea
o Conservation pricing
o0 Tighter water project evaluatiOn criteria’
o Nonstructural and conservation alternatives
0 Enhanced State roles

o Identification of federal reserved water rights and establish-
ment of such at reasonable levels

o Identification of and‘negotiation for Indian‘watervrights,
accompanied by financial assistance for the development
of those resources. '

Our correspondence of February 23 1978 set forth in detail our positions
on the specific issues raised by the earlier draft of the decision
document. We shall not reiterate those in this letter; we intend to

" focus only on 1) those issues which are newly raised or 2) those issues
on which we find our position to be in opp031tlon to those enunciated

in the decision paper.

In connection with the proposed establishment of a Water Resources
Council review board, we continue to believe that such a decision should
be deferred unt11 such time as the President's Reorganization Project has
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-been completed. Barring deferment, we support conceptually the creation
of such an independent review board. However, we are concerned about
the backlog which might result, especially in connection with the small

~ watershed projects. Basically, the existing NEPA process is adequate to

‘achieve the desired obJectives. :

USDA’ feels it is imperative to evaluate current and expected conditions_

- and practices for improved benefit/cost analysis and consistency. Consis--

tency would be furthered with reaffirmation of the Principles and
‘Standards, as well as publication of the proposed manual. -

In our opinion, the President would be well-advised to specify the water .
project review criteria in a public announcement. In this regard, we
believe it would be beneficial ‘to have net benefits accrue to the projects,
but question the propriety of selection of projects in the order of
magnltude of net benefits. :

In connection with conservation pricing, we agree that water should be
priced to encourage conservatiOn, but we do not believe it is prudent

. to attempt to recover all costs, especially with regard to small farm
beneficiaries, which the Department as a whole promotes. In. general,
however, we would favor the application of criteria based on ability-to-.
pay calculations and 5 year reviews of contract terms to existing projects.
We would generally favor setting prices to recover operation and main-
"tenance costs for new projects. We strongly feel that conservation
pricing should be phased in, as the financial impact on farmers would

be a heavy one were full-fledged implementation to occur immediately.

As mentioned earlier, we would favor Federal grants for technical
assistance to states for the purpose of water conservation, as well as
the encouragement of state water rights exchanges. However, our pre-
- Iiminary assessment of the analysis of budget costs reveals that the
$20 million expenditure for state water exchange encouragement in FY
1979 is exorbitant.. :

We agreevthat.aSSistance should be provided only if adequate conservation -
plans are part-of project proposals, especially in water-short areas;
such conditions should apply to both loans and grants.

" We concur strongly in the proposal to improve flood protection via non- -

. structural means, ‘entailing periodic evaluation of compliance .with
Executive Order 11988, agency compliance by means of nonstructural
~measures, and the spending of $20 million in FY 1980 to implement ex1sting
Flood Insurance Administration authority to purchase and remove flood-
prone structures. = :

‘ Asiyou‘are aware, we»are‘SOIidly in favor of consistency inrconnection
with cost-sharing, as well as increasing non-federal contributions to
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capital'costs, flood protection, drainage, and vendibles. At'the present
time, our small watershed projects do not receive any State Government:
financing, howevers; additionally, contr1butions by local sponsors fre-

 quently total more than the 25 percent minimum set forth in the proposed
:options. -

 We believe that all reforms should be applicable to neéw authorizations as
‘well as to truly separable. features of projects not yet under construction.

With regard to enhanceduFederal—State cooperation in\waterumanagement,
we concur with the increasing of planning grants in States but believe

‘this should be carried out over a period of years in order to allow

states sufficient time to '"gear up" to handle the increase.

As stated in our February correspondence, we concur with the need to
resolve groundwater problems in conjunction with surface water planning,
as. well as with the need for attention to protection of instream flows;
thus, we would favor federal planning and technical assistance to the
States, as well as data gathering, for these purposes.

We agree that federal water rights should bé identified, that disputes
should be resolved adm1nistrat1vely to the maximum extent feasible, and’
that identified rights should be reasonable—-as opposed to the maximum
possible. =

With respect to Indian reserved water rights, we concur with the desirability

" of negotiation of those rights, as opposed to litigation. We also view as

desirable the proposed Bureau of Indian Affairs review of tribal water
claims as well as increased financial assistance to develop Indian water

" resources. The Federal government holds Indian rights in trust for tribes
- and thus is morally bound to assist the Indians in ach1ev1ng an equitable"

share of the nation s water resources.

.Although we concur that recommendations for new constructlon starts should

be limited, we strongly disagree with the suggested number of 5 to 15
new . starts, especlally in view of the fact that only 3 new construction
starts (Big South Fork, Hartwell, Davenport) are mentioned in the analysis-
of budget costs. A limitation in terms of budget monies would be
preferable to a numerical limitation. o

" We appreciate this opportunity to comment on the pending»significant water

policy decisions and trust that our comments will be incorporated as fully
as possible into the final decision document. The impact of these decisions
will touch every American, be that indlvidual a. producer or a consumer of
agricultural goods. : »

HOWARD W. HJORT, Director of
Conservation, Research and Education 'V . Economics, Policy Analysis

- . - and Budget
c¢: Gus Speth, CEQ &
. Don Crabill, OMB




ADMINISTRATIVELY CONFIDENTIAL

Mr. Eliot R. Cutler

Associate Director

Natural Resources, Energy & Sc1ence
.0ffice of Management and Budget .
Washington, D. C. -20503 -

Dear Mr. Cutler:

This opportun1ty to review the 1atest water resources p011cy options and
recommendations, although necessarily limited due to the tight schedule,
© nevertheless prov1ded us with essential understandlng of the potential. 7
impact and influence to be expected on HUD's programs. Specific reference
to and application of the proposed new or changed water resources policy
- to our programs are reasonable and should contribute to' the objectives

as expressed and def1ned in the study. These proposals are:

1. _.New emphas1s on Water Conservation.

- a.. HuD, DOT, USDA and COE sharing $15 million in grant funds for
" Federal techn1ca1 assistance for irrigated farm and. urban
areas that are exper1enc1ng water shortages.

b.  HUD, USDA and VA mod1fy1ng hous1ng assistance programs to
require the use of water reducing technologies 1n new bu11d1ngs
as a condition of receiving ass1stance

We suggest that the policy emphasis on water conservation recognize ‘the
severe problems to the addressed in major, older, urban areas because of
deteriorating water and waste disposal systems, the. expans1on of rapidly
chang1ng centers of growth and the movement of population in response to
econemic opportunities. Eastern cities such as, Boston, New York,
Philadelphia, Washington, Atlanta, and many others are faced with multi-
biTlion dollar problems of rehabilitating older systems, expansion of -
services to meet new growth, limits on available resourcés which can be
developed or captured for redirected use. The policy statement: should -
direct Federal support toward urban water management activities as well
as water development from new sources. Support could be marshalled: from
existing programs of EPA, HUD, DOC and WRC for these purposes and coor-
dinated with other Adm1n1strat1on 1n1t1at1ves expressed in the President's
Urban Po11cy Statement
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2. Improve Environmental Protection.

DOA, HUD, DOI and DOC would improve flood protect1on through non-A
structura] means. . .including land acqu1s1t1on where consistent
w1th primary program purposes.

~a. . Use the Commun1ty Deve]opment Block . Grants funds for such
) -~ acquisition where appropr1ate :

b. -$20 million funded. in FY 80 to FIA to 1mp]ement ex1st1ng Flood .
Insurance Administration authority to purchase floodprone _
‘ structures and .remove. them from the floodplain rather than pay
: for repeated repair. .

We hes1tate to fully support the second option offered on Pr1c1ng of
Muncipal and Indiustrial Water and Electric Power which would allow . -
states to establish:-rates to all users above the full Federal/State cost .
recovery on new water projects. It would seem that a potential could -
exist or develop for abuse of such authority and cause an unfair burden
on some user sectors unless closely mon1tored and’ superv1sed under
carefu]]y defined standards ,

'Awe cont1nue to be apprehens1ve also regard1ng the ad0pt1on and imple-
mentation of the higher cost-sharing option (25% for the non-Federal) .
share in support of water resource development.. If adopted, transition

" to such requirements should be gradual .and sensitive to potential dis-

rupt1on of -essential services espec1a11y to distressed c1t1es and rural
areas. , . . :

Rev1ew and eva]uat1on funct1ons are’ proposed to be ass1gned to the Waterf
Resources Counc11 for: :

1. Cons1stency and 1mproved p]ann1ng standards
2. Agency: comp11ance w1th Executive 0rder 11988

The text should be reVJsed-1n”both.cases.and the assignment cearly made .
to the Council-Members as the:responsible-body, not to the Director.

. Such assignment would be in keeping with the authority vested in the
Members by P.L. 89.80 and preserve the . 1ndependent character requ1red to
adequately perform such rev1ew funct1ons ‘

T wish to comp11ment you and your staff for the c]arity of presentat1on
of the policy proposals and the concise statement of issues which they
address. I hope they are favorab]y received and fu]f11] obJect1ves set
forth by the Pres1dent ‘

S1ncere1y,,

Yvonne S. Perry :
Deputy Assistant Secretary-Designate



